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To  the  ('oiigress  of  the  United  Stntefc 

•  When  iny  first  Kcoiioniic  Report  was  presented  to  the  Coiifjress  on 
dannarv  S,  H)47,  the  Nation  was  tiirnin^r  from  the  economic  controls 
of  wartime  to  a  fre(‘  economy.  Now,  (»  montlis  later,  it  is  appropriate 
that  W(‘  (‘onsi<h*r  carefully  what  siu'cess  we  have  had  in  meeting  the 
problems  of  that  proe(‘ss,  what  diflieidti(*s  lie  ahead,  and  what  action 
should  now  he  taken.  It  is  for  this  reason  that  I  transmit  to  the 
('ongri'ss  this  Midyear  Economic  K(>port. 

I 

FOREWORD  AND  SUMMARY 

.\merieans  to<lay  live  iji  a  rieluT  and  more  productive  economy,  and 
are  enjoying  its  hemdits  more*  (‘fpiitahly,  than  ever  before  in  p(*ace- 
time  history. 

.\t  mid|)oint  in  tlu'  year  1047,  we  have  surpassed  previous  high 
records  of  civilian  |)roduetion,  and  are  now  |)roducing  goods  and 
services  at  a  rate  of  22")  billion  dollars  annually.  .Month  by  month 
there  has  Ix'cn  talk  of  recession;  month  by  month  recession  has  failed 
to  mat('riali/«‘.  In  dune  we  reacluMl  a  level  of  hO  million  civilian  jobs, 
regarded  by  many  as  impossible  of  attainment.  Our  standard  of 
living  is  exeei)tiomilly  high,  and  purchasing  power  has  thus  far  been 
ade(juate  to  absorb  completely  the  enormous  production  of  American 
farms,  miiu's,  and  faetorii's.  Farm  income  has  attained  a  n'cord  level. 
The  financial  position  of  business  is  strong.  A  healthy  slowing  down 
in  inventory  accumulation  has  taken  place,  liusiness  investment  in 
|)lants  and  ecpiipment  has  iner(‘as(>d  this  year,  even  above  the  record 
liighs  of  last  year.  Managt'imuit  and  labor  have  cooperated  in  main¬ 
taining  industrial  peace,  and  a  wide  range  of  important  collective- 
bargaining  agreiunents  have  been  sigmal  without  widespread  strikes. 
With  a  slight  reduction  in  the  workweek,  productivity  is  on  the 
increase. 

The  credit  for  this  magnificent  record  is  shared  by  American  farm¬ 
ers,  who  (‘xerted  great  efforts  to  plant  and  reap  bumper  crops;  by 
worker’s,  who  stayed  on  the  job  and  increased  their  productivity;  by 
businessmen,  who  ov»*reame  many  shortages  and  established  new 
records  in  the  production  of  more  and  better  goods;  and  by  h'aders 
of  industry  and  labor  who  strove  for  industrial  peace  in  the  face  of 
serious  difliculties. 

The  unprecedented  prospc'iity  of  our  Nation  must  not  be  a  cause 
for  idle  self-congratulation.  We  must  remember  that  full  employ¬ 
ment  at  a  high  price  h*vel  is  being  sustained  at  present  by  the  recon¬ 
version  demands  of  business  and  the  backlog  demands  of  consumers, 
by  extensive  us(*  of  savings  and  credit,  and  by  an  extraordinary  excess 
of  exports  over  imports.  These  are  temporary  props  to  our  economic 
system.  As  they  weaken,  we  shall  n(*ed  to  make  many  basic  read¬ 
justments  to  complete  the  transition  to  a  permanently  stable  and 
maximum-level  peacetime  economy. 
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Those  adjustnioDts  take  time  to  aoooniplish  in  our  free,  enormous, 
ami  complex  economic  systi'in.  They  must  I)e  made  Indore  the  lack 
of  them  proiluces  serious  unemployment  and  hnsiness  (h'cline.  Ad¬ 
justment  throusjh  recession  or  depression  is  tra<;ic,  costly,  and  \vast(‘- 
fid.  Moderate  adjustmimts,  made  in  time,  can  accomplish  more  than 
drastic  measiiri's  in  a  crisis  produced  hy  delay  or  nej;lect. 

Price  and  income  adjustments  stand  foremost  in  lu'ed  of  atti'ution. 

Industrial  and  a(jrieultural  prices. —  Prices  increased  sharply  in  tin* 
second  half  of  lt)4t),  incnaised  more  slowly  in  the  first  (piarti'r  of  1947, 
aiul  then  leveletl  off  in  the  second  quarter.  This  h*velin<r  off  reflected 
some  catchinjx  up  of  supply  with  immediate  demand,  an  increas»>  of 
consumer  resistance,  and  the  encouraiiinj;  response  of  many  husim'ss- 
men  to  the  Ciovernment’s  price  atlvice,  which  they  recognized  to  he 
in  their  own  lonj^-ramje  interest. 

This  improvement  in  the  jirice  situation  should  not  hliml  us  to 
further  need  for  price  reductions  in  some  <‘ases.  In  other  cases,  there 
is  need  to  hohl  the  price  line  in  the  face  of  recent  developments  which 
revive  some  fears  of  another  uj)swin"  of  inflation. 

There  are  many  areas  where  price  naluctions  still  are  necessary  to 
check  current  or  prospective  declines  in  demand  and  to  provide  outlets 
for  increased  {iroduction.  In  the  numerous  instances  where  profit 
margins  permit,  or  where  future  profits  would  he  better  protecteil  by 
assuring:  larjjer  volume  through  lower  prices,  business  should  make 
these  atljustments  now. 

At  the  be^inniu"  of  this  year,  the  prospect  for  abundant  crops  "ave 
promise  that  the  price  increases  in  farm  and  food  products  would  be 
checked.  Although  there  was  a  levelins;  off  in  food  prices  in  the  second 
quarter  of  this  year,  had  weather,  extensive  floods,  and  unexpectedly 
urgent  foreign  need  have  caused  soim*  further  jirice  increase  in  food 
and  farm  proilucts  in  ri'cent  weeks.  There  are  fears  of  a  short  corn 
crop,  but  no  general  or  present  scarcity  of  farm  and  food  products 
as  a  whole. 

Although  most  farmers  cannot  voluntarily  reduce  their  prices 
because  they  do  not  make  price  decisions,  we  are  not  entirely  without 
recourse  in  the  farm  situation.  We  may  still  obtain  a  total  agricul¬ 
tural  output  as  large  as  last  year.  But  m  view  of  the  existing  uncer¬ 
tainty  in  the  farm  outlook,  it  is  the  duty  of  food  growers,  processors, 
and  the  Government  to  keep  the  public  currently  informed  of  the  real 
facts  concerning  our  food  supply,  Unfounded  fear  of  food  shortages 
should  not  be  allowed  to  lead  to  speculation,  hoarding,  and  unneces¬ 
sary  buying.  We  should  all  realize,  too,  that  any  slight  inconven¬ 
iences  or  momentary  shortages  that  may  develop  are  the  consequence 
primarily  of  the  high  incomes  and  standard  of  living  most  of  us  arc 
enjoying  today. 

Wages  and  salaries. — Although  the  moderate  and  peaceful  wage 
adjustments  during  the  first  half  of  the  year  improved  the  position 
of  many  wage  earners,  the  majority  of  consumers  were  not  directly 
benefited.  Because  of  increases  in  the  cost  of  livdng,  the  purchasing 
power  of  total  consumers’  incomes  is  no  higher  than  at  the  beginning 
of  the  year. 

In  some  cases  wage  increases  are  still  needed  to  attain  workable 
relations  in  the  wage  and  salary  structure,  and  to  alleviate  hardship 
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due  to  wa^es  which  are  su!)standard  or  which  have  risen  suhstantially 
less  than  the  increase  in  tin*  cost  of  livin<>;. 

Except  for  such  special  circumstances,  wa^e  increases  should  he 
related  to  j^encral  trends  in  productivity  and  not  made  on  a  basis 
which  forces  price  increases  or  prevents  price  reductions  needed  to 
assure  sale  of  increasing;  supplies. 

With  the  waj^e  adjustments  already  made  and  those  still  needed  in 
special  wa^e  areas,  it  follows  that  the  pattcTiis  of  workable  price 
relations  ultimately  arrived  at  will  he  on  a  somewhat  hi<;her  price* 
level  than  would  otherwise  have  conn*  about.  However,  this  is  not  a 
justification  for  |)yramiding  wage-price  incr(*ases  or  failing  to  make 
price  reductions  wh(*never  and  when*ver  possible. 

In  the  inte*r(‘st  of  those  whose*  income  has  remaineel  subslanelarel, 
it  is  impe'rative  tlnit  le*gislation  he*  enacte'd  to  exte'iul  the  e'overage  of 
the  Fair  Labor  Steimlarels  Act,  to  increase  the  minimum  wage  leved 
to  at  least  ho  cents  an  heeur,  ami  to  enlarge  social-security  benefit 
payme*nts  in  view  of  the*  higher  cost  of  living. 

l'nde*r  the*  re*e*e‘nt  wage  settle*ment  in  the  coal  mining  industry,  the 
wage*s  of  e*e)»d  mine'rs  occupv  a  place  near  the  top  of  the  wage  structure, 
'riu*  earnings  of  the*  e*e)al  miners  umleT  the*  new  contract  must  be 
juelge'el  in  the*  light  e)f  the*  e’haracter  of  the  ir  work  anel  the  labor  needs 
of  the*  inelustrv.  'Flu're*  has  been  e*.\agge‘ration  of  the  size  of  this  ad¬ 
justment  e*omi)are'el  with  the  aeljustniemts  previously  maele  in  many 
othe'r  ine)ustrie*s.  Kve'rv  ell'ort  shoulel  be  made  to  absorb  the  cost 
increase's  in  the*  e-oal  mining  inelustry  and  the  inelustries  indirectly 
affected,  through  increaseel  productivity  and  through  reduction  in 
profit  margins. 

The  ine'rease*s  tluit  have  alreaely  been  made  in  coal  prices  are  con¬ 
tributing  to  inflatieenary  pressings.  We  have  a  right  to  e.xpect  that, 
as  operating  aeljustments  teewarel  ma.ximum  elliciency  are  made  aneJ 
j)r(*se*nt  she)rtage*s  Jire  overcome,  the  price  of  coal  will  be  restored  to  a 
lower  level,  thus  easing  the  cost  situation  for  industrial,  railway,  and 
domestic  users.  Meanwhile,  pyramiding  of  price  advances  by  coal 
distributors  is  wholly  unjustified. 

Similarly,  increases  in  the  price  of  steel  would  have  a  widespread 
inflationary  effect.  Steel  comj)anies  should  exercise  extraordinary 
caution  at  this  stage  of  our  reconvei*sion  effort  to  see  that  increases  in 
coal  prices  or  other  costs  are  offset  as  fully  as  possible  through  the 
savings  of  continuous  and  high-level  operation.  Recent  favorable 
earnings  should  permit  the  absorption  of  an  extraordinary  cost  over 
a  short  period  in  order  to  stabilize  prosperity  for  the  longer  run. 

In  no  case  should  the  particular  wage  increases  in  the  mining  in¬ 
dustry  be  made  the  basis  for  wage  demands  in  other  fields  governed 
by  different  circumstances. 

It  is  in  the  interest  of  steady  expansion  of  the  economy  that,  with 
the  aid  of  collective  bargaining,  prices  and  wages  be  brought  in  line 
with  general  productivity  trends. 

llouaimj  and  other  construction. — Although  housing  construction  has 
been  higher  in  1947  than  in  1946,  it  lags  far  behind  the  real  needs  of 
our  people  for  homes.  A  much  higher  volume  of  housing  output  will 
be  needed  to  help  sustain  maximum  employment  when  temporarily 
sustaining  forces — such  as  the  huge  net  export  balance,  high  inv’est- 
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monts  in  reconversion,  ami  an  abnormal  rale  of  inventory  accumula¬ 
tion — bepn  to  decline  or  decline  further. 

The  needed  stimulus  to  more  bousing  construction,  and  also  to 
industrial  aiul  commenual  construction,  depends  largely  upon  lower 
prices.  Housing  costs  can  and  should  be  substantially  lowered  through 
the  efforts  of  material  suppliers,  builders,  and  workers. 

Of  utmost  importance  is  immediate  enactment  of  the  comprehi'nsive 
housing  program  which  I  have  previously  recommended  to  the  present 
Congress.  Without  such  a  law,  housing  is  seriously  handicapped. 

Public  construction  for  the  time  being  should  be  held  to  moderate 
amounts  consistent  with  essential  needs. 

Thn  foretijn  aid  program. — The  United  States  has  indicated  its 
readiness  to  consider  further  ai<l  toward  reconstruction  in  Kuro])e  if 
the  foreign  countries  themselves  pres<*nt  a  plan  that  makc's  such  help 
truly  effective.  We  must  continue  to  helj)  other  countries  help 
themselves,  until  the  reconstruction  of  their  own  economies  rcacln's 
the  ])oint  where  they  are  able  to  ])ay  thiur  way  by  exchange  of  goods 
and  services.  The  ])Ossibility  of  additional  foreign  aid  programs 
makes  it  all  the  more  neeessary  to  a])praise  tlu*  impact  of  c.\])orts  on 
the  domestic  economy  during  the  last  months.  A  large  t'xcess  of 
exi)orts  over  iinj)orts  occurring  at  a  time  of  inflationary  pressure*  has 
created  some  strain  on  the  economy.  But  this  strain  is  of  moderate 
proportions  and  will  be  of  temporary  duration.  Our  e‘X])orts  have 
not  necessistated  undue  (h'uial  at  honu',  where  our  standards  of  living 
are  much  higher  than  before  the  war. 

These  ex])orts  for  the  aid  of  other  countries  art*  direett'd  toward  the 
winning  of  the  peace — the^'  are  at  the  core  of  this  Nation’s  for(*ign 
policy. 

Th<  responsibilities  of  government.  Economic  adjustment  to  chang¬ 
ing  conditions  is,  in  a  free  enterprise  economy,  accomplished  largely 
through  a  multitude  of  voluntary  decisions  by  business  management, 
farmers,  and  labor.  Wise  and  farsighted  j)olicv  by  these  groups  is 
necessary  to  assure  the  satisfactory  operation  of  our  economic  system. 
Government  must,  however,  at  all  times  exert  its  complementary 
influence. 

Legislative  action  on  minimum  wages,  on  social  security  and  on 
housing,  as  already  indicated,  forms  part  of  the  immediate  responsi¬ 
bility  of  government. 

In  addition,  the  recent  uncertainties  arising  in  four  fielils — uncer¬ 
tainties  as  to  the  effect  of  the  crop  situation  upon  food  prices,  the 
effect  of  the  coal  mine  settlement  upon  industrial  prices,  the  trend  of 
housing  costs  and  house  production,  and  the  whole  matter  of  foreign 
economie  ])olicy  have  a  vital  bearing  upon  the  immediate  fiscal 
policies  of  the  Clovernment.  The  developments  in  these  areas  mean 
that  the  inflationary  factors  in  the  economy  may  become  stronger. 

Tax  reduction  now  would  add  to  inflationary  pressures  and  would 
also  prevent  the  debt  reduction  which  should  be  carri(*d  out  in  pros¬ 
perous  times  to  strengthen  the  Nation’s  financial  position  against 
future  contingencies.  A  policy  of  restraint  at  the  i)resent  time  will 
enable  the  Government  to  use  fiscal  measures  effectively  shoidd  the 
time  come  when  they  might  be  needed  to  lend  support  to  the  economy. 
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Th(‘  soimd  financial  policies  that  the  Government  has  been  follow¬ 
ing;  have  l)(*en  vindicated  hy  every  test  of  experience.  These  policies 
shonld  not  he  abandoned  nor  weakened. 

*  *  * 

'Fhe  Employment  .Vet  of  ItGh  cont(‘mplat(‘d  that  prompt  attention 
wonld  he  driven  to  the  maintimance  of  maximum  prosperity  in  all  its 
phases — employment,  production,  and  purchasint;  pow’cr, 

d'his  midyear  report,  unlike*  the*  first  Ee‘e)nomie!  Hepe)rt  in  January, 
eh'als  eudy  with  pre>l)l(>ms  re'epiirin^  imme*eliate  attentiem.  It  is  a 
e'hee  k-up  on  (he  e*xte‘nt  te)  whie-h  we*  have*  thus  far  achieveel  the  f;e)als 
we*  se*t  in  January. 

Many  of  the*  sheut-ranjre*  re*ce)mme‘nelatie)ns  maele*  in  January  have 
met  ye*t  l)(‘e*n  aele)pte*ei — e*spe*e‘i}illy  theese  re*epiirinj;  le*gislatie)n.  The 
fae*t  that  this  ele*lay  1ms  neet  ye*t  |)roelue‘e*el  hael  re*sedts  is  no  reason  for 
furtlwr  eh'lay.  Weiitiii';  until  hael  re*sults  eippear  means  that  action 
is  toe>  late*  to  he  fully  e‘fre*e*tive. 

Iion^-ran_i;e*  e*e-e)ne)mic  pree^rams  will  alse)  he*  re'epiireel.  The*y  embrace 
re*soure'e*  ami  re*i;ieuial  ele*ve*le)pme*nt,  he*jdth  ami  welfare*,  antimonopoly 
pre)f;nims,  steihili/.atieen  elevice's,  and  many  othe*r  umle*rtakinf;s  essen¬ 
tial  tee  (he*  full  re*ali/,eit  ieen  e>f  eeur  supe*rl)  e*e*e)nomie*  |)e»tential.  The  first 
Eceemunic  Ke*pe)rt  indi<  ate*el  the*  ran^e*  eef  the*se  pre)i;rams,  ami  stuelie's 
eire*  mew  umle*r  weiy  tee  nmke*  the*m  reaely  feer  pre*se*ntation  by  next  year. 

We*  must  eieljust  eeur  mimls  tee  the*  fae  t  tliat  we*  are*  living  in  a  225 
feillie>n  deelhir  eeaememy;  that  eeur  fre*e*  system  has  heeaeme  teeelay,  and 
teemeerreew  must  eeentinue*  tee  he*,  the*  rie*he*st  anel  meest  powerful  pro- 
el  ue*tive  mae  hine*  ever  ele*viseel  ley  the*  mimls  anel  hamls  of  man.  Our 
task  is  to  e*re*ate*  feer  the*  fune*tieening  eef  this  great  preeeluctive  force  an 
e*nvir(enme*nt  in  whie*h  it  e*an  ee|)e*rsite*  smoeethly  at  e*apacity.  Thus  far 
we*  have*  aveeieleel  the*  e*e‘eeneemie-  misfeert line's  which  folleewe*el  Worlel  War 
1  anel  then  e*ulminate*el  in  a  elisastreeus  ele*pre*ssieen  in  1929.  Toelay  we 
are*  wise*r,  meere*  e*xpe*rie*ne-e*el.  infinitely  rneere  l)le*sse'd  with  material 
rie*he*s.  meere*  uniteel  as  a  pe*oj)le,  streenger  as  a  nation.  If,  e*almly  and 
re*alist  ie-ally.  we*  asse'ss  eeur  strong  peeints  anel  eeur  weaknesse's  and  holelly 
take*  ne*e*e*ssary  ste*ps  in  time,  we*  e  an  j)lae*e  the  high  proelue'tion  anel  the 
high  empleeyment  that  we  have  teeelay  on  a  firm  feeumlation  of  endur¬ 
ing  prosj)e*rity  ami  peace. 

II 

FROM  WAR  TO  PEACE 

LESSONS  FROM  1919-21 


At  the  end  of  Worlel  War  I,  the  traelitional  reluctance  of  the 
American  pe'ople  to  accept  restraints  by  Government  on  their  business 
elecisions  anel  their  personal  choices  brought  about  the  immediate 
abanelonment  of  wartime  controls.  Proeluction,  employment,  and 
national  ine*ome,  after  a  brief  lag,  bouneled  forwarel,  but  with  such 
faulty  internal  aeljustments  that  prosperity  was  short-liveel.  In  less 
than  2  vears  a  sharp  recession  ensueel.  Although  industry  recovered 
promptly  from  this  ree*ession,  agriculture  was  seriously  elepressed 
anel  was  bv  no  means  securely  aeljustcel  when  industry  again  suffered 
collapse  in  1929. 
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Tho  lailuro  of  tho  prosperity  of  1010-20  to  continue  was  due  to 
maladjustments  powini;  out  of  an  unrestrained  market.  (Vedit  was 
freed  of  wartime  eontrols,  resulting  in  a  surging  demand  from  busi¬ 
ness,  eager  to  exploit  the  glittering  profit  opportunities  of  the  day. 
Also  consumers,  who  had  been  unable  to  buy  many  artieles  during  tbe 
war,  bad  ineomes  of  unexam|)led  size  further  bolstered  bv  wartime  sav¬ 
ings,  creating  a  demand  for  many  types  of  goods  far  greater  than  the 
markets  could  supply,  'riiere  was  an  intensive  foreign  demand, 
resulting  in  a  temporary  increase  in  tbe  value  of  exi)orts. 

Prices  in  this  free  market  skyroekc'ti'd  far  above  wartime  levels, 
wbieb,  uiuler  tbe  limiteil  priei'  eontrols  of  that  period,  were  already 
very  high.  Betwf'cn  the  armistice  in  191S  and  May  192t)  wholesale 
eommodity  prices  rose  about  211  pc'reent  to  a  ])oint  14S  i)ereent  above 
tbe  prewar  level.  Retail  price's  outstrippc'd  the  increase  in  consumers’ 
incomes  so  far  that  consumer  buying  fell  sharply,  labor  controversies 
increased,  inventories  became  financial  nightmares,  orders  were 
canceled,  and  the  price' structure  ee>ltapse'et.  'I'he'ii  e-aine  a  sharj)  drop 
in  proeluetie)n  anel  emple\vme'nt . 

The  factors  wbie  b  during  \Ve>rlel  War  I  leel  to  tbe  elifbeult  conelitions 
of  postwar  transition  were  j)re'sent  in  aggravate'el  elegree  in  Worlel 
War  II.  Diversion  of  national  pre)elue  tive'  pe)wer  to  war  uses  was  much 
greater.  Expansion  of  money  anel  ereelit  was  severalfold  larger.  War 
ineomes  went  to  a  larger  prope)rtion  of  the  people  anel  e)ver  a  perioel 
more  than  twice  as  le)ng.  Keepnre'ments  for  new  industrial  equipment 
were  far  greater.  A  much  more  effe'etive  eontre)!  of  prices  established 
a  relatively  low  level  from  wbie-b  peestwar  inflation  coulel  spring.  Tho 
problem  of  changing  from  tbe  eemtrolleel  economy  of  wartime  to  the 
traditional  American  eee)nomy  of  free  enterprise,  wbieb  tbe  Nation 
did  not  solve  successfully  after  World  War  I,  was  far  more  serious 
when  World  War  II  came  to  a  close  in  a  devastated  world. 


I 
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THE  APPROACH  TO  POSTWAR  READJUSTMENT  ^ 

We  were,  however,  determined  to  effect  both  phuvsical  and  economic  | 

reconversion  with  less  waste  and  on  a  better  stabilized  basis  than  I 

the  record  shows  for  the  1920’s  and  the  1930’s.  This  determina-  g 

tion  was  reflected  not  merely  in  the  words  and  actions  of  individuals  i 

and  organizations  but  also  in  Government  policies  and  programs.  P 

It  was  registered  with  clarity  and  force  in  the  Employment  Act  of  I 

1946.  As  we  looked  forward  toward  making  that  act  effective  in  * 

realizing  the  high  purposes  which  it  set  forth,  we  had  occasion  to  bo  | 

much  gratified  by  the  proofs  afforded  since  VJ-day  of  the  great  pro-  ^ 

ductive  power  and  financial  resources  of  our  economy.  The  shift  I 

from  war  production  to  the  production  of  civilian  goods  and  services  | 

was  carried  thiough  so  rapidly  that  prompt  employment  was  given  & 

to  the  labor  force,  rapidly  expanded  by  the  return  of  millions  of 
veterans.  Unemployment  never  approached  the  magnitude  that 
many  experts  were  predicting. 

Economic  phases  of  reconversion,  however,  presented  gieater 
difficulties  than  the  physical  or  technological  ones.  The  American 
people  were  united  in  their  determination  to  return  to  free  enterprise 
and  to  discontinue  wartime  controls  as  rapidly  as  possible,  but  there 
was  no  clear  and  certain  standard  or  formula  by  which  timing  and 
method  could  be  determined.  Many  economic  controls  were  pro-  | 
gressively  discarded  in  the  year  following  the  Japanese  surrender.  I 
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I’rico  control  was^inat(Mially  rcduccil  an<l  in  the  fall  of  1946  was 
finally  discontinned  except  for  a  few  coininodities  and  rents, 

C’laiins  made  l.y  the  advocate's  of  early  decontrol,  that  OPA  prices 
had  retarded  |)rodnction  and  that  it  would  promptly  catch  up  with 
demand  after  the  removal  of  the  controls,  were  not  fully  borne  out  by 
(h'vc'lopments.  Production,  with  important  exceptions,  did  not  in¬ 
crease  as  rapidly  in  the  (List  few  months  after  decontrol  as  in  the  last 
few  months  before  decontrol. 

In  the  face  of  this  failure  of  production  to  respoiul  more  sensitively 
to  the  freeinj;  of  market  demand,  the  abundant  purchasing  power  of 
both  consunu'rs  and  business  buyem  met  a  sharp  response  in  soaring 
prices.  The  price  iiuh'X  of  food  products  at  wholesale  jumped  28 
percent  in  a  single  week  in  October  when  price  control  was  ended  on 
meats,  fats  and  oils,  and  other  foods.  Though  it  reacted  promptly, 
it  has  not  since  then  approached  the  previous  level.  Wholesale  prices 
of  goods  other  than  farm  and  food  products,  which  had  risen  about  5 
percent  during  the  first  half  of  194(),  climbed  by  tbe  end  of  the  year  to 
24  perci'iit  above  the  h'vi'l  of  12  months  earlier.  Retail  prices,  though 
their  changes  are  ordinarily  more  sluggish,  moved  upward  almost  as 
much  as  wholesale  jirices.  The  index  of  consumers’  prices  of  gootls 
and  services  rose*  lo  percent  between  June  and  December,  even 
though  ri'iits,  which  were  kept  under  contrt)!,  remained  stable. 

Rei-sonal  incomes  increasi'd  at  a  much  slower  rate.  In  the  last 
(luarter  of  1946  these  incomes  were  at  a  rate  about  9  percent  above 
Unit  of  6  months  earlier.  The  real  purchasing  power  of  consumers’ 
current  incomes  had  steailily  declined,  notwithstanding  high  employ¬ 
ment  and  rising  wage  rates. 

THE  FIRST  ECONOMIC  REPORT 

This  was  the  situation  at  the  time  of  my  first  Economic  Report 
last  flanuary.  In  many  respects  the  economic  situation  was  gooil. 
Employment  was  at  a  very  high  level,  aiul  the  labor-management 
controversies  which  caused  many  work  stoppages  in  1946  had  (piieted 
down.  Profits  of  business  were  high,  and  new  business  investment 
was  proceeding  at  a  record  rate.  National  credit  was  unimpaired, 
and  we  were  showing  our  ability  to  manage  the  huge  national  debt. 
The  banking  structure  and  the  monetary  system  were  not  under 
strain.  There  was  no  speculative  color  to  the  securities  markets. 
The  state  of  credit  was  good,  although  there  was  a  rapid  increase  in 
consumers’  credit.  The  export  balance  of  foreign  trade  appeared  too 
great  to  continue  indefinitely,  but  it  was  evident  that  for  the  immedi¬ 
ate  future  foreign  demand  for  our  goods  would  remain  large. 

At  the  same  time  it  was  clear  that  inflationary  elements  continued 
strong.  Many  prices  were  still  rising  under  the  influence  of  shortages 
and  extraordinary  backlog  demands  for  consumer  goods  and  capital 
goods  not  available  iluring  the  war.  Yet  there  was  danger  that 
deflationary  forces  might  develop  during  the  year.  For  example,  it 
was  clear  that  the  exceptional  rate  of  inventory  accumulation  would 
not  long  continue,  that  the  backlog  demands  would  be  filled  sooner 
or  later,  and  that  many  consumers  were  using  up  past  savings  or 
resorting  to  credit  in  order  to  keep  up  with  the  cost  of  living.  If 
prices  should  continue  to  move  ahead  of  the  current  buying  power  of 
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oonsunu'i’s  and  l)nsin»‘ss,  it  was  ('vidcnt  tlial  trouble  would  develop  in 
the  economy. 

Under  the  Employment  Act  of  1940  it  was  the  ohlipition  of  the 
President,  with  the  assistance  of  the  Uouneil  of  Economic  Advisers, 
to  propose  policies  to  sustain  a  hij^h  level  of  production  and  employ¬ 
ment.  To  that  end,  amoni;  the  policies  inrommended  in  the*  first 
Economic  Report,  adiustments  were  urged  to  bring  prices  and  current 
incomes  of  our  pc'ople  into  better  balance.  'Phe  main  ap|)roach  to 
attain  this  balance,  it  was  said,  was  to  reduce  price's  rather  than  to 
increase  incomes.  Price  reductions  automat icallv  he'iiefit  all  buyers 
of  goods  for  consumption  or  business  purposes.  Increases  in  incomes 
cannot  be  spread  evenly  in  a  free  economy,  and  manv  incomes  are 
increased  slowlv  or  not  at  all.  The  standard  of  living  of  large  numbe'rs 
of  our  people  had  already  become  seriously  threatened  by  the  price 
advances  which  had  taken  effect,  whih*  their  im'omes  had  not  increased 
in  step  with  those  of  others.  Among  them  were  millions  of  workei-s, 
people  dependent  upon  fi.xed  incomes,  and  teachers  and  other  public 
servants. 

It  was  recognized,  of  course,  that  here,  as  in  all  aspects  of  our 
involved  and  dynamic  economy,  there  are  many  complications.  The 
price  reductions  which  benefit  buyers  of  goods  liki'wise  rc'duce  tbe 
incomes  of  producers  of  these  goods.  IVice  n'duction  was  necessary, 
but  it  needed  to  be  made  with  discrimination  to  avoid  placing  an 
ine(piitable  share  of  the  burden  upon  certain  groups  of  pro<lucei-s 
and  to  preserve  a  level  of  business  profit  and  farm  returns  adc'cpiate  to 
sustain  a  high  level  of  business  investment  and  a  healthy  agriculture. 
Our  economic  problems  are  never  simple;  they  are  not  subject  to 
solution  by  a  pat  formula. 

The  positive  method  to  determine  prices  is  l)y  Ciovernment  mandate, 
but  it  involves  complicated  determinations  and  irritating  restraints 
which  Americans  have  tolerated  only  under  stn'ss  of  war.  In  response 
to  an  insistent  demand  by  business,  with  wide  public  supptut,  positive 
control  of  the  prices  of  most  goods  was  ended  late  in  194().  In  the 
free  economy,  prices  are  made  by  the  forces  of  the  market  place  and 
tlie  action  of  business  management.  The  initial  responsibility  for 
many  prices  is  that  of  the  businessman  who  decides  at  what  figure 
he  will  sell.  In  the  first  Economic  Report  each  businessman  was 
urged  to  take  a  broad  view  of  the  long-run  jirobh'in  and,  in  the  interest 
of  sustaining  large  markets,  to  reduce  his  prices  insofar  as  costs 
permitted. 

Labor,  in  turn,  was  advised  to  bear  in  mind  the  greater  benefit  of 
sustained  employment  as  a  result  of  prices  in  balance  with  workers’ 
incomes,  as  compared  with  the  immediate  advantage  of  such  wage 
increases  at  particular  points  as  would  distort  the  wage  and  price 
structure,  stimulate  inflation,  and  lead  to  business  maladjustment 
and  unemployment.  It  was  noted,  however,  that  incn'ase  in  the 
money  incomes  of  many  workers  was  desirable  where  it  would  not 
contribute  to  further  price  advances.  For  many  workt*rs  in  the 
lagging  parts  of  the  wage  structure,  moreover,  it  would  be  appropriate 
to  increase  their  incomes  even  though  to  do  so  would  in  some  instances 
increase  prices.  Both  workers  ami  farmers  were  urged  to  contribute 
vigorously  to  larger  production,  the  best  preventive  of  price  inflation. 
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Specific  action  by  the  Government  itself,  as  proposed  in  the  first 
Economic  Report,  was  designed  to  continue,  and  skillfully  to  extend, 
liru's  of  action  already  adopte<l.  The  major  short-range  recommenda¬ 
tions  for  immediate  Government  action  included; 

1.  The  continuance  of  existing  taxes  upon  business  and'individual 
income's. 

’  2.  'Phe  reduction  of  the  public  d(*bt  as  promptly  as  Treasury  surplus 

!  funds  became  available'. 

d.  'Phe'  eontinuane’e  e>f  rent  e'eentrol  anel  the  enactment  of  a  com- 
i  pre'he'iisive'  he)using  |)re)gram. 

4.  'Phe  raising  e)f  minimum  wage'  rate's  anel  the  extension  of  coverage. 
I  o.  Ine-re'ase's  in  social  see'urity  be'iiefits  in  view  e>f  the  higher  cost  of 

j  living. 

I  'Phe'  Xatie)n-wiele  re'ee'jitiem  to  the  first  Economic  Report  was 

1  cne'euiruging,  altheuigh  neithe'r  in  the  area  of  private  aeljustment  nor 

i  e*e)ngre'ssie)nal  h'gishitiein  have'  its  ree'ommenelations  met  with  aele- 

epiate'  re'speinse.  It  is  bee-ause  further  aeljustments  by  the  pt'ople  anel 

;  furthe'i-  gove'rnme'ntal  ae'tion  both  are  nee'eleel  that  this  revie'w  of  the 
e'e'euieunie'  situatiem  at  mielye'ar  is  being  present e'el.  It  unelertakes  to 
evaluate'  ele've'le)|)ments  wliich  have  taken  place  since  January,  to 
j  ielcntify  the'  majeir  preibh'ins  with  which  we  are  now  confronted,  anel 
te)  |)re)je‘e't  feirwarel  the'  line's  ale)ng  which  preventive  or  corrective 
e'lfeerts  sheiulel  |)re)ce'e'el.  Ever-increasing  benefits  shoulel  flow  from 
j,  impreive'incnt  in  e)ur  means  of  measuring  economic  cause's  anel  re'sults 

1  anel  threeugh  ceenstant  re'te'sting  of  our  means  of  elealing  with  these 

I  situatieens.  'Phe'se  pe'rieielic  reviews  shoulel  promote  increasing  appre- 

\  ciatie)!!  by  the'  pe'eiple  anel  their  Geivernment  of  the  value  of  the 

^  e'e'oneirnic  stabilizatiem  unelertaking  embodied  in  the  Employment 

■]  Act  e)f  IDdt). 

^  111  ■ 

THE  SITGATION  AT  MIDYEAR 

EMPLOYMENT 

i 

During  the  first  half  year,  the  maximum  employment  level  for  1947, 

,  as  se't  fe>rth  in  the  Ee'eineunic  fieport  in  January,  was  well  maintained. 
With  seasemal  fluctuations,  civilian  empleyvment  was  helel  at  record 
h've'ls,  anel  in  June  reache'el  an  all-time  pe'ak  of  more  than  60  million. 
Inclueling  the  armeel  fe).»’c('S,  more  than  61,400,000  pe'ople  were  em- 
,1  nloye'el.  I'ne'inpleiyment ,  now  about  million,  is  near  a  minimum 
I  feir  an  ee-eineimy  unelergeiing  many  reaeljustments.  'Phe  increase  of 
I  abe>ut  half  a  million  in  rei)e)rteel  unemployment  from  May  to  June 

a  was  ehie'  mainly  to  the  closing  of  schemls  re'.sulting  in  a  larger  labor 

1  force.  (See'  appe'iielix  B,  tables  VH  and  VUl.) 

i  Despite  this  very  high  empleiyment,  there  recently  has  been  some 

we'akening  of  elemand  fe)r  labeir,  particularly  in  the  textile,  apparel, 
leather,  anel  electrical  machinery  inelustries.  In  some  instances,  this 
may  represent  oidy  the  return  of  more  customary  seasonal  patterns 
after  months  of  steaelily  rising  employment.  The  Council  of  Eco¬ 
nomic  Aelvisers  is  watching  soft  spots  in  the  employment  picture  for 
any  signs  of  spreading  unemployment. 
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THE  CIVILIAN  LABOR  FORCE 


Civilian  employment  has  been  maintained  at  record 
levels - 
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To  have  avoided  ev’on  a  brief  spell  of  large-scale  unemployment,  in 
the  transition  from  war  production  to  peace  production,  has  been  a 
sjilendid  achievement. 

PRODUCTION 

Industrial  production  rose  rapidly  at  the  beginning  of  the  vear, 
leveled  olF,  and  later  declined  slightly.  (Sia*  appi'iidix  B,  table  XIV.) 
The  slackening  in  industrial  production  was  offset  by  expansion  in 
other  parts  of  the  economy.  In  consef|uenee,  total  production  for  the 
half  year  was  at  a  higher  rate  than  during  the  last  (piarter  of  1946  or 
any  previous  peacetime  year.  With  employment  so  near  the  maxi¬ 
mum,  this  production  record  was  achieved  through  an  average  work¬ 
week  which  was  n'duced  only  slightly,  and  through  a  very  good  record 
of  industrial  peace  tluring  the  first  half  year. 

By  midyear,  most  of  the  remnants  of  r(*conversion  problems  were 
cleared  away.  The  benefits  of  new  plant  and  equipment  became  in¬ 
creasingly  felt.  Labor  turn-over  decreased.  And  the  labor  force  at¬ 
tained  higher  average  abilities  due  to  additional  training.  The  trend 
of  productivity  has  b(‘en  upward  in  some  industries  since  the  end  of  the 
war.  The  trimd  in  this  direction  should  accehnate  as  the  few  remain¬ 
ing  transitional  difliculties  are  coiupiered. 

There  is  prospect  for  continiK'd  high  firoduction  in  agricnlture. 
The  winter  wheat  crop  was  of  record  [iroportions.  There  is  danger, 
however,  of  a  short  corn  crop,  although  it  is  too  early  to  make  an  ac¬ 
curate  forecast.  Preliminary  estimati's  indicate  that  with  normal 
weather  during  the  rest  of  the  growing  season  we  may  expect  a  corn 
crop  20  percent  below  that  of  last  year  and  slightly  below  the  10-year 
average  for  llKKi  through  1945.  Such  a  drop  in  corn  production  may 
have  serious  repercussions  on  livestock  and  livestock  products. 

The  gross  national  product  in  dollar  terms  for  the  first  half  of  this 
year  has  been  at  an  annual  rate  of  about  6.4  billion  dollars  (or  3 
percent)  higher  than  in  the  fourth  tpiarter  of  1946.  The  exact 
increase  in  the  volume  of  goods  and  services  produced  cannot  be 
stated  because  of  changes  in  the  assortment  and  quality  of  goods 
reaching  the  market,  ('onsequently,  the  degree  to  which  a  rise  in 
the  average  level  of  prices,  the  increase  in  employment,  and  a  change 
in  the  average  output  of  employed  persons  each  contributed  to  the 
over-all  rise  in  the  dollar  value  of  the  gross  national  product  cannot 
be  stated  exactly.  (See  appendix  B,  table  I.) 

If  the  remaining  bottlenecks  in  plant  operation  and  shortages  of 
materials  can  be  removed  substantially,  and  if  no  serious  work  stop¬ 
pages  occur,  we  can  just  about  accomplish  during  this  year  the  pro¬ 
duction  increase  of  about  5  percent  above  the  annual  rate  at  the  end 
of  1946  which  the  IX’onomic  Report  in  January  set  as  the  objectiv’e 
for  1947. 

PURCHASING  POWER 

At  the  beginning  of  the  year,  it  was  stated  that  a  shortage  of  pur¬ 
chasing  power  might  develop  Ix-fore  the  end  of  the  full  year  if  produc¬ 
tion  should  rise  at  the  anticipated  rate  and  no  adjustments  were 
made  in  the  relative  levels  of  price  and  mass  income.  During  the 
first  half  of  1947,  purchasing  power  in  the  hands  of  consumers,  busi¬ 
ness  buyers.  Government  disbursing  ollices,  and  foreign  takers 
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n'liiaiiu'd  ndoquatc  to  laki'  tlu'  full  product  of  Aincricau  industry 
and  a<:riculturc  without  undue  accumulation  of  unsold  jroods  or 
gc'iicral  lowt'rinj;  of  prices.  There  was  an  inimens«'  af;f;rt‘{;at(‘  (huuand 
created  by  the  hij;h  levi'l  of  curnuit  incomes,  hy  an  c.xtraord inary 
backlog;  of  d('ferr»‘d  wants  for  consumer  jroods,  by  the  need  for  replcn- 
ishinj;  busiiu'ss  inventori('s  and  for  capital  e.vpansion,  ami  by  larire 
export  ri'cjuirements. 

These  extraordinary  demands  were  support(*d  by  unusual  financial 
resources,  includiuf;  past  savings  of  individuals,  li(|uid  business  assets, 
exjuinsion  of  consumer  and  busiiu'ss  cre<lit,  and  larger  dollar  and  gold 
balances  available  to  other  countries.  In  fact,  the  cond)in(Ml  de¬ 
mands  of  donu'stic  businessmen  and  consumers  and  for(*ign  buyers 
exerted  upward  |)ressure  on  |)rices  in  the  first  cpiarter  of  the  year 
despite  the  counter-inflationary  influence  of  a  (iov<M’nim'nt  cash 
surplus. 

The  temporary  charactcT  of  sonu'  of  this  demand  was  recognizi'd  at 
the  beginning  of  the  year  as  a  deflationary  threat  for  the  future.  For 
examjne,  it  was  certain  that  inviuitory  accumulation  would  dc'ciim* 
and  that  the  high  rate  of  business  (‘Xjx'nditures  of  a  n*conversion 
character  would  sooner  or  lat('r  recede.  'Fo  rc'place  thes('  tcunporary 
factors  and  to  absorb  incnuising  output,  tlu‘  need  c'xisted  for  long- 
range  expansion  in  residential  construction,  for  expansion  in  industrial 
capacity,  and  csj)(‘cially  for  an  increase  in  the  amounts  of  goods  and 
services  bought  by  consumers.  Th(*re  was  <langer  that  prices  ami 
incomes  might  not  be  adjusted  rapidly  enough  to  achieve  this  new 
balance. 

Owing  to  price  increases  in  the  first  (piarter  of  1047,  then'  was 
little  if  any  increase  in  the  total  n'al  income  of  consunu'rs  as  a  whole 
during  the  first  half  of  this  year.  \Vag(‘  and  salarv  adjustments  did 
improve  the  position  of  some.  Most  price's  Icveh'd  off  in  the'  se'cond 
(juart('r  of  the  ye'ar,  but  then'  was  no  general  downward  aeljustnu'nt  ^ 
and  there  were  some  advances  in  farm  and  food  j)ric('s.  d'lu'  rise'  in 
some'  wages,  profits,  ami  agrie'ultural  inceune'  be'ne'fiteel  large'  se'gme'iits 
of  the  pe)pulation,  but  othe'r  se'gme'iits  hael  little  or  no  ine'n'ase'  in 
money  income'  ami  a  eh'cre'ase  in  n'al  income'  elue*  tei  price  rise's.  'Fhe'se' 
malaeljustme'nts  couhl,  in  a  sheirt  time',  elisturb  the'  balance'  arueuig 
inve'stment,  saving,  ami  consurne'r  spe'iieling  ami  thus  impair  total 
purchasing  peiwe'r,  e'lnpleiyme'nt ,  ami  [iroelue-tion.  (Statistie-s  be'aring 
u|)on  purchasing  peiwer  may  be*  feumel  in  apjiemlix  B,  table's  11,  111, 

IV,  ami  V.) 

It  must  be  remembe're'el  that  eluring  the  first  half  of  the'  year  the 
unexpe'cteel  increase'  in  lie't  e'xpeuts  ami  simh  te'inporary  e'xpe'elients  ii 
as  the  liepiielation  of  savings  ami  the'  e'xte'iisieui  eif  consunie'r  cre'elit  ’* 
helpeel  to  maintain  economic  activity  at  the'  high  price'  le  vel.  Failure 
to  make  long-run  aeljustme'iits  has  not  thus  far  che'cke'd  total  pnieluc- 
tion  nor  brought  about  une'mployment.  But  the  e'ontinuing  proble'in 
will  be  to  aeljust  production,  prie-e's,  and  income's  tei  the'  re'(|uire'me'nts 
of  a  peacetime  ecomuuy  at  maximum  production  ami  cmpleiymcnt — 
ami  to  elo  so  in  time'.  The  nature  of  these  fore'se'e'abh'  strains  anel  1 
ways  of  meeting  them  will  be  eliscussed  later  in  this  repetrt.  | 
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INDUSTRIAL  PRODUCTION 

reached  higher  level  in  1947  with  slight  decline  in  the 
second  quarter  of  1947. 

PERCENT  1935  -  39  •  100,  SEASONALLY  ADJUSTED  PERCENT 


TOTAL  INDUSTRIAL 
PRODUCTION 


Durable  goods  production,  well  above  1946,  slipped 
in  the  second  quarter  of  1947.  Nondurables,  up  less 
from  1946,  also  declined. 


DURABLE 

MANUFACTURES 


\ 

NONDURABLE 

MANUFACTURES 


Mineral  production  rose  slightly. 
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IV 

CHANGES  IN  THE  NATION’S  ECONOMIC  BUDGET— 
DECEMBER  TO  JUNE 

The  Nation’s  Eronoinic  Budijet  presents  a  master  sheet  of  the 
Nation’s  economic  account.  It  indicates  broad  clump's  in  the 
economy  and  its  component  i)arts.  It  reflects  adjustments  made  and 
helps  to  identify  those  needed  to  sustain  ma.ximum  emplo^ynient, 
production,  and  purchasinfx  power.  The  chanp*s  in  the  Nation’s 
Economic  Biulget  which  occurred  hetween  the  last  quarter  of  the 
calendar  year  11)40  and  the  fii'st  half  of  1947  are  depicted  in  table  I. 

T.\hi.k  I. —  The  Xation’s  economic  budget  * 


|In  Mllions  of  ilollrtrs,  so.'usonally  adjusted  annual  rates,  current  prices] 


October- Dewinber  IWfl  | 

January-June  1047  • 

Receipts  | 

Exf)ondi- 

tures 

E  xcess  1 
(+)  or  <lef-; 
icit  (— )  1 

1 

Receiiits  j 

Exiiendl-  ^ 
lures  1 

E  xcc.ss 
(+)  or  def¬ 
icit  (-) 

Consumers: 

167.0 

169.  6 

IM.  U 

1.58.0 

+  12.1 

+  11.6 

Uusim's.s: 

ITidistrifmtcd  profits  and  additions 

14.  2 

19. 1 

30.  4 

29.  5 

Exwss  of  ix>oeipts  (+)  or  investment  ( -) . 
International: 

-16.2 

-10.4 

5  2 

10.0 

Net  expenditures  on  foreign  acamnt  ( — ) 
Government  (Kwleral,  Slate,  and  ioeal): 

-5.2 

-10.0 

57.  1 

.58.2 

4H.  7  1 

.53.2 

Excess  of  receipts  (+)  or  iniyments  (— ) 
.Adjustments: 

For  Government  receipts  from  abroad. 

+8.4 

-.  1 

+5.0 

-.  1 

-.8 

-.  8 

-3. 1 

+3.1 

-7.6 

+7.6 

-17.  5 

-17.5 

-18.  1 

-18.  1 

For  statistical  discrei)ancy . 

-2.  1 

-2.  1 

-3.0 

-3.0 

Total  gross  national  i)roduct . 

2Pt.  6 

1  218. 6 

0 

22.5.  0 

1  225. 0 

0 

>  For  explanation  and  details  see  upiHjndix  A. 

*  Based  on  incomplete  data. 

Note.— The  flRures  in  this  table  are  fia.sed  upon  a  new  national  income  and  exi>cndituro  series  of  the 
Department  of  Commerce.  Tliey  are  not  eomparatile  to  figures  in  the  January  Economic  IteiKjrl. 

We  may  now  examine  in  more  detail  the  current  and  foreseeable 
trends  in  the  main  components  of  the  Nation’s  Economic  Budget. 

CONSU.MER  INCO.ME  AND  EXPENDITURES 

Consumer  expemlitures  represent  about  70  percent  of  the  Nation’s 
Economic  Budget,  while  consumer  income  is  an  even  larger  proportion. 
Relatively  small  changes  in  the  real  incomes  of  consumers,  or  in  the 
disposition  of  consumers  to  spend,  have  a  marked  influence  upon  eco¬ 
nomic  activity. 

As  shown  in  the  Nation’s  Economic  Budget,  the  annual  rate  of 
consumer  income  (after  taxes)  rose  by  less  than  2  percent  from  the 
last  quarter  of  1940  to  the  first  half  of  1947.  The  imlex  of  consumers’ 
prices  rose  slightly  more  than  this.  Even  allowing  for  the  reappearance 
of  many  low-priced  items,  it  appears  that  consumers  did  not  obtain 
the  increase  in  real  income  set  forth  as  an  objective  in  the  Economic 
Report  in  January.  (For  more  details,  see  appendix  B,  table  V.) 

One  measurement  of  trends  in  the  average  buying  power  of  con¬ 
sumers  is  shown  in  the  following  table: 


I* 


INCOME 


SAVING 


(irCNOI' 

Tu*cs 


NET 

EXPORTS 


NET 

imports 


sojucci  tiSf'  on  mi/isto  stilts  or  matiomml  meotti  j«p  trsss  lAfioittL  roooucT 
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THE  NATIONS  ECONOMIC  BUDGET 


BILLIONS  OF  DOLLARS 
CURRENT  PRICES 


BILLIONS  OF  DOLLARS 
CURRENT  PRICES 


CONSUMERS 


BUSINESS 


excess  of 

EXPENDITURES 


C" 


EXCESS  OF 
RECEIPTS 


INTERNATIONAL 


4  th  Or.  I  St  half 

1946  1947 

SEASONALLY  ADJUSTED 
ANNUAL  RATE 


TMi  eomroDtuTs  oo  nor  too  trterLr  to  rm  gross  mrioMAi  rroouer  sccAust  or  ctmin 
ADJUSrmtrrs.  S€t  TAtte  on  rut  hatiom's  tcorome  Buostr. 


■“7 
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Tablk  II. —  /Vr  capita  <tispnmf>le  incnnic  ■ 


I’oriod 


av(>r»>Eo  . . 

1!U0  . 

nm  . .  . . 

I>Ut'>  . 

Seasoniilly  adjusted  annual  rales: 

First  (jiiartcT . 

Second  (juarter .  . . 

Thini  <iuarter  . . . 

Fourth  <iuarter  .. 

1947.  first  half  4 . 


Current  1944 

dollars  dollars  > 


.M6 

1  047 

.V4 

719 

MKi; 

I.O.IT 

1. 

I.OII 

1.074 

i.ajH 

1.091  I 

1.0.17 

1.  1.3.1 

990 

1.  isl 

979 

1.  Pv'l 

1  9.'i« 

I  The  coiuvpt  “disiKisahle  ineotne”  corresponds  closely  to  “consumer  ineonu“  after  taxes"  as  used  in  the 
Nation's  Keononiie  Iluditet.  1  >ilTeren(S'S  between  the  t» o  csrmvpts  are  e\|dained  in  appendix  A,  table  III. 

•  Deflated  by  the  HI.S  Consumers’  Frier'  Inilex,  which  cannot  fully  retleet  ehuiiKes  in  the  rpiality  and 
relative  availability  of  hicher-priced  an<l  lowor-prieed  goods. 

1  Estimates  based  on  incomplete  rlata. 

Note. — The  flgun-s  in  this  table  are  bast‘<l  upon  the  revised  sr'ries  of  national  income  of  the  Department 
of  Commerrv.  They  are  not  companrble  with  the  figures  in  the  Janu.iry  Eeonomie  Keport. 


This  table  indicates  that  Aint'riean  eonsiiniers  are,  on  the  averafrt', 
better  oil  tlian  hefon*  the  war.  Tliey  live  in  a  richer  and  more  pro- 
duetivt'  economy,  and  they  art*  sharing  its  Ix'iielits.  But  oiir  conct'rn 
today  is  not  whether  consumers  can  buy  as  much  as  they  could  before 
the  war.  It  is,  rather,  whether  tht'y  can  buy  enough  to  sustain  our 
postwar  economy  at  maximum  production.  The  downward  trend  in 
the  pt'r  capita  real  incomes  of  consumers  since  tin*  middh*  of  last 
year,  to  which  tin*  Economic  Keport  in  flanuary  called  att(*ntion.  has 
continued  in  1047. 

Current  trends  in  consumer  spending  and  saving 

The  volume  of  consumer  huyinjr,  d(*t(*rmined  primarily  by  income, 
is  also  aiTected  by  the  relationship  hetwt'en  spt'udinfr  and  saving  out 
of  current  income  and  by  the  availability  and  utilization  of  jiast 
savings. 

Consumers  are  now  saving  h*ss  than  7  pi'rcent  of  tlu'ir  disposahh* 
income  and  spending  more  than  percent.  This  marks  a  transition 
from  the  very  low  spi'iiding  rati*  of  75  percent  of  income,  reached 
during  the  war  years,  to  a  much  higher  pi'acetime  level.  Tlu*  follow¬ 
ing  table  shows  this  change: 


'I'ahi.e  III. —  Trrn<l  in  rnnsutner  saring  ' 

(Hillions  of  dollars) 


1 

1 

Disj^osa- 

Me 

1  income 

Net 

saving 

1  Net 
saving  as 
l>ercent  of 

1  dis|)osa* 
ble 

income 

1935-39  average  . . 

00.0 

3.0 

1  4.5 

1940 .  .  .  . 

75.7 

1  3.7 

4.9 

1944 . 

140.  0 

3.V0 

24.4 

1940 . .  ...  . 

15K.  4 

14.8 

3 

Seasonally  adjusted  annual  rate: 

First  quarter  . 

1.V).9 

16.  .4 

11.0 

Second  quarter . . . 

15;i.N 

15.5 

10.  1 

Third  quarter . .  . 

100.4 

13.  1 

8.2 

Fourth  quarter . 

108.0 

13.  1 

7.  h 

1947:  First  half ' . 

169.6 

11.6 

6.8 

•  Estimates  based  on  incomplete  data. 

Note.— These  estirnaU'S  are  derived  from  revistHl  statistics  of  national  income  and  are  not  comparable 
with  the  estimates  in  the  January  report. 

Source:  Department  of  Commerce. 
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! 

is 

The  trend  toward  more  spending;  and  less  saving  by  consumers  may  2 

continue  for  a  time,  particularly  with  more  durable  floods  coming;  on  I 

the  market.  Accordin};  to  the  most  recent  statistics  the  proportion  of  | 

income  saved  is  still  much  hi<jher  than  in  the  prewar  years.  Also,  ? 

improvements  in  the  quality  of  almost  all  categories  of  goods  tended  5 

to  increase  spending  during  the  lii*st  half  of  1947,  and  the  trend  toward 
better  goods  will  undouhtcilly  continue. 

Allowing  for  all  these  consideratit)ns,  however,  it  is  very  question¬ 
able  whether  the  rate  of  net  savings  will  drop  much  lower  or  return 
to  the  prewar  rate  except  through  adversity.  Incomes  are  much 
higher  than  before  the  war,  and  there  are  several  million  fewer  unem¬ 
ployed.  In  a  prosperous  economy,  the  amount  saved  probably  tends 
to  be  larger  in  proportion  to  income. 

Use  oj  past  savings 

The  high  rate  of  consumer  expenditures  and  the  declining  rate  of 
net  savings  reflect  the  fact  that  many  families  have  been  using  their  j 
past  savings.  According  to  a  recent  Federal  Keserve  Board  survey, 
while  the  net  increase  in  licjuid-asset  holdings  of  consumers  as  a  whole  | 
was  8  billion  dollars  in  194r),  the  people  who  used  licpiid  assets  dis¬ 
posed  of  a  total  of  10  billion  tlollars  of  such  savings.  The  cashing  in 
of  series  E  bonds  has  been  running  recently  at  about  3  percent  of 
disposable  income,  and  the  average  monthly  amount  redeemed  has 
been  slightly  above  1  percent  of  the  total  outstaiuling  issue.  While 
these  redemptions,  which  have  taken  place  particularly  in  the  smaller 
denominations,  have  been  more  than  offset  by  the  purchase  of  other 
savings  bonds  of  larger  average  denomination,  they  represent  cuts 
in  sav'Jur  by  many  families. 

According  to  the  Federal  Reserve  Board,  about  two-fifths  of  all 
families  increased  their  holdings  of  liquid  assiTs,  such  as  (lovernment  ;• 
bonds  and  bank  accounts,  during  1940,  while  more  than  two-fifths 
reported  decreases  in  these  assets.  Among  the  families  reporting  the  L 
use  of  liquid  assets,  it  is  estimated  that  40  percent  of  the  money  was  I 
used  to  pay  essential  living  expenses,  such  as  food,  clothing,  and  ■; 
medical  care;  about  20  percent  to  buy  durable  goods;  about  20  percent  ^ 
for  housing;  and  about  20  percent  for  transfer  to  other  forms  of  in¬ 
vestment.  The  extensive  use  of  savings  for  current  living  costs  and 
the  concentration  of  this  practice  among  families  of  low  and  moderate  ; 
income  reflect  the  failure  of  numbers  of  pei-sons  to  secure  incomes  i: 
commensurate  with  the  higher  cost  of  consumer  goods.  if 

The  survey  also  found  that  almost  one-quarter  of  the  families  in  [ 
the  United  States  had  no  Clovernment  bonds  nor  bank  accounts  in  | 
February  1947.  This  proportion  was  about  the  same  as  a  year  earlier.  I 
The  study  also  showed  clearly  that  the  proportion  of  sj>ending  units  t 
holding  liquid  assets  varied  with  income,  as  indicated  in  the  following  5 
table:  B 


1 


r 
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Table  IV’. — Corisuwcrs'  holtltngs  of  Government  bonds  and  savings  and  checking 
aecoujils,  first  guartir,  1947 


income  ‘ 

Percent 
of  si)enil- 
init  units 
in  income 
group 

Percent 
of  sitoinl- 
ing  units 
having 
liquid 
assets 

Liquid 
ass<!ts  of 
middle¬ 
most 
holder  in 
income 
class  > 

Cndcr  li.noo . 

17 

$.170 

to  .  .  . 

4s 

7.1 

640 

$:L(»ki  to  W.yyy . 

2.') 

<J0 

l,2<«i 

10 

loo 

4,0(M) 

•All  Income  classi-s . 

100 

7t» 

I'  Money  Incoine  fM'forc  taxes. 

•  .Meilian  ainoiiiit  lieM  Ly  units  iiavint;  liijuiil  a.sscts. 

Sourex'!  Survey  of  eoii'^unier  flnanres,  comluctetl  by  survey  rex  arch  center  of  the  I'uiversity  of  Michigan 
for  the  Hoard  of  tiovernor.s  of  tlie  Kisleral  Keserve  System. 

I  ('onfiinner  credit 

i  'FIu'  riipid  iiKToast*  in  oonsuincT  (Tcdit  in  1940  which  hroiifrht  a 
I  warnin';  note  into  the  Keonoinic  Kt'port  in  .hinnary  abated  with  the 

I  turn  of  the  year,  d'lio  increasi'  of  1  billion  dollars  in  the  G  months 

^  endin';  Mtiy  11>47  wtis  not  much  more  tlmn  one-half  the  increase  in 
tin*  preceding;  G  months’  ptuiod.  ('onsumer  credit  now  stands  at  a 
^  level  sliirhtly  ahctvt'  Iht'  1!I41  record.  But  its  ratio  to  consumers’ 
disposahlt'  incomt'  is  much  lower  than  in  that  year.  (See  appendi.x  B, 
table  ^  1 .) 

'Fhe  ert'dit  situation  is  sound  enouj;h  to  permit  the  continuance  of 
the  pn'st'iit  rat(‘  of  incn'ase  for  the  remainder  of  the  year,  and  the 
demand  for  dund)le  f;oods,  especially  automobiles,  may  he  e.xpected 
to  induce  such  (‘.xpansion.  liut  a  more  rapid  increase  in  consumer 
credit  would  he  uidiealthy.  It  would  create  a  charp:e  against  the 
I:  income  of  consunu'rs  which  would  reduce  their  power  to  buy  goods 

p  in  194S  as  compared  with  their  buying  power  in  1947.  For  this  reason 

it  will  h(‘  most  unfortunate  if  merchants,  by  resorting  to  competition 
I  in  easy  credit  terms  rather  than  to  competition  in  price,  iiuluce  buyers 
s’  to  resort  more  freely  to  the  use  of  creilit. 

1  nUSI.NESS  INCO.ME  AND  DOMESTIC  RUSINESS  INVESTMENT 

I  Business  investment,  including  residential  construction,  is  only 
about  an  eighth  of  the  total  expenditures  in  the  Nation's  Kconomic 
Budget,  hut  it  is  a  highly  dynamic  force  in  the  economy.  As  ex¬ 
pected  in  January,  the  rate  of  inventory  accumulation  has  declined, 
and  a  further  decline  in  the  rate  is  expected.  While  residential 
construction  has  increased,  the  rate  of  increase  has  been  below  the 
expected  or  needed  levels.  This  inadequacy  has  been  due  to  the  high 
cost  of  building  and  to  longer  term  influences  that  have  made  it 
imi)ossil)le  to  adjust  the  housing  supply  to  the  mass  market.  As  the 
most  urgent  needs  for  reconversion  and  modernization  of  plant  and 
equipment  are  gradually  being  met,  business  expansion  depends  in¬ 
creasingly  on  the  regidar  ami  mucli-needed  additions  to  capacities 
in  many  lines  of  industry  and  on  the  technological  advances  that  call 
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for  ninny  now  plants.  A  oontinuod  liijili  lovol  of  Inisinoss  invi'stiiKMit 
is  ossontial. 

Table  V. —  Ihininrus  rircipts  and  iutrstmrnl  ' 
lln  billions  of  ilolliirs,  st'iisnir.lly  adjusted  annual  rates,  eunent  iTieesl 


Reei'ipts; 

('oriwrate  undivided  profits  after  taxes  . 

Cajutal  eonsuiiiption  allowano'  and  mljustnients  . . . 

Adjusted  eorix)rate  undivided  jrrofits  and  a»ldltions  to  business  re.s»Tves 

Oross  domestic  business  investment : 

Construetion  .  . 

Hesidential  .  . . .  . 

Xonresidential  ..  . . . 

rrodueers*  dur  ibles 

Net  chanite  in  inventories  (after  adjustment  for  revaluatlont  . 

Total  .  .  .  . . 

Excess  of  reoi'i|its  (-J-)  or  investment  (  — 1 . 

■  For  explanation  ami  details,  see  8Pi>endix  A.  table  IV. 

•  Based  on  incomi'lete  data. 

Notk.— The  flpures  in  this  table  are  base<i  uixm  a  new  national  itiisime  ami  expenditure  series  of  the 
Department  of  ('ommeree.  They  are  not  ctunparable  to  figures  In  the  January  Ktsuiomie  Kei>ort. 

Producers'  durables 

Outlays  for  pniduoors’  durables  have  boon  runniii};  a  little  hifxbor 
duriiifr  the  first  half  of  this  year  than  diirinir  tin*  last  (piartor  of  Ht4(). 
Some  of  the  more  urffont  and  more  obvious  dtunands  for  rooonvt'rsion 
and  for  additional  capacity  have  btM*n  filled.  Hut  the  backlog  of 
needs,  particularly  for  reiilaeeuient  anti  modernization  of  e(|uipni('nt, 
is  far  from  exhausted.  Production  botthmeeks  are  still  an  imiiortant 
limitation,  both  directly  and  bt'cause  shortafies  of  jiartieular  prodiit*- 
tive  facilities  prevent  expansion  in  other  areas.  It  is  likely  that 
total  outlays  for  1947  will  not  differ  much  from  expectation  and 
therefore  will  not  introduce  any  pronounced  ehanp'  in  tlu'  pmeral 
economic  picture. 

In  rentories 

The  rate  of  increase  in  the  adjusted  volume  of  inventories  duriiifr  the 
first  half  of  1947  was  about  half  the  rate  of  ineiease  during  the  last 
quarter  of  1949,  as  shown  in  the  table  “Business  receipts  and  invest¬ 
ment.”  This  rate  may  decrease  furtlw'r  in  the  second  ha.f  of  tin'  yi'ar. 

Manufacturers’  inventories  (book  value's)  have  shown  a  fairly  steaely 
rate  of  increase  durinj;  the  last  9  months,  althoujrh  the  peak  rate' 
occurreel  in  the  third  quarter  of  last  year.  The  rate  of  ine'rease  in 
whoh'salers’  anel  retailers’  inventorie'S.  se'asonally  aeljuste'el,  has  bee'ii 
showing  a  sigiHfie'ant  eleeline.  An  important  elifferene'e'  betwe'cn  the' 
first  half  of  this  year  anel  the  last  half  of  1949  is  that  ae*'umulation  eif 
durabh's  accelerated,  while  accumulation  in  the*  jirevieius  pe'iieiel  was 
heaviest  in  nondurable  lines.  The  conelition  eif  re'tail  inve'iiteirie's  has 
been  improve'el,  both  in  respect  of  the  elecre'asing  rate  of  ae-e'iimulatiem 
and  in  the  quality  of  gooels.  Merchants  have  bee'ii  aggre'ssive  in 
ridding  their  stocks  of  the  inferior,  substitute,  anel  eiff-branel  gejeiels 
which  crept  into  their  stores  during  the  period  eif  wartime  sheirtages. 


()<  tolxT 
to  1  >!•- 
tvmlxT 
luifi 

Jamiary 
to  JdIK' 
lot:  1 

10.  2 

11  2 

4  0 

7.9 

14  2 

190 

j  9.3 

9  S 

3.  f> 

4  2 

1  ' 

S.  fi 

IS.  7 

17.0 

1  S  4 

2.7 

1  3(1  4 

29.  S 

-Ifi  2 

-10  4 
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T1h‘  iiuMMitoi’v  situation  at  this  tinir  is  not  unhalanrcd,  judfrod  hy 
the  husiiu'ss  standards  of  prewar  years.  (See  appendi.x  B,  table  XVI.) 
'I'he  vahu's  of  the  inventories  of  loanufaeturtTs,  of  wholesalers,  and  of 
retailers  in  j)roportion  to  their  resp(‘etive  volume  of  sah*s  ar(*  all  below 
tlu'  ratio  of  tin'  yiuirs  before  tlu‘  war.  They  can  probably  increase 
to  some  e.xtent  with  safety.  It  is  not  e(‘rtain  that  it  is  |)rudent  busi¬ 
ness  practice  to  maintain  th<“  sanu*  ratio  of  inventory  as  volume  of 
sales  increase's. 

'riu're  is  little  of  the  speculative  condition  in  inventories  and  orders 
which  in  sonu‘  other  periods  of  active  business  has  en'ate'd  a  point  of 
vulnerability.  For  e.xamph',  reports  from  290  department  stores 
indicate  a  ilecrease*  in  outstanding  oreh'rs.  (See  appe'ndi.x  B,  table 
XVll.)  In  May  1940,  orders  approximated  3  months’  volume  of 
sales.  Th(*y  are  now  about  eepial  to  sah*s  in  1  month.  Many  otl«*r 
wholesale  and  retail  distributors,  in  addition  to  department  stores, 
have  reducc'd  orders  below  the  hif;h  levels  of  1940.  This  streiifjthens 
the  inventory  situation,  since  wholesaler  and  retailers  would  not 
find  it  necessary  to  cancel  larj^e  outstandin<>;  orders  in  case  of  a  decline 
in  market  (h'lnand. 

Iitdusfrial  anil  cinnmerclal  construction 

'riu're  was  a  rush  to  build  during;  1940,  in  spite  of  risinj:  construc¬ 
tion  costs,  in  onler  to  complete  construction  in  time  for  proiluction  to 
take  advanta^'e  of  a  lush  market.  C’onstruction  contracts  let  for 
industrial  struct ur('s  decreased  (luring;  the  lirst  half  of  1947,  when 
activity  was  Ix'low  tlu*  level  of  the  last  (juartc'r  of  1940.  Continued 
hij:h  costs  and  the  dilliculty  of  securing;  firm  contracts,  as  well  as  the 
(rovernment  ri*st fictions  which  had  been  imposed  to  aid  housing?,  all 
afrect»'d  the  rate  of  industrial  construction. 

Comnu'rcial  construction  appears  to  be  holdin<;  up  relatively  hotter 
than  industrial  construction.  Most  commercial  structures  can  be  put 
in  place  more  rapidly  and  are  immediately  put  to  i)rofitahle  use. 
('oiitracts  let  have  shown  an  increase  since  January  hut  are  still  below 
the  level  of  a  year  a{j:o,  and  construction  work  is  at  considerably  lower 
levels  than  it  was  in  the  fourth  (piarter  of  1949.  \Vith  the  elimination 
of  most  controls  over  this  type  of  construction,  the  volume  may  not 
continue  to  decline,  althou|;h  it  is  not  e.xpectetl  that  commercial 
construction  will  exceed  that  of  1940. 

On  balance,  nonresidential  construction  has  been  proceeding 
approximately  at  expected  levels.  (See  appendix  B,  talde  XV.) 

Rettuleutial  construction 

It  is  in  the  area  of  residential  construction  that  a<*tivity  has  fallen 
most  short  of  needs,  whether  these  are  measured  hy  consumers’  needs 
or  by  tlu*  role  that  home  building  should  play  in  an  economy  stabilized 
at  high  levels.  Seasonally  adjustetl  outlays  for  residential  construc¬ 
tion  during  the  first  half  of  1947  were  running  at  a  level  above  that 
of  the  last  quarter  of  1940,  hut  the  number  of  houses  started  this  year 
has  been  far  below  requirements.  Many  of  those  who  need  housing 
are  not  in  income  groups  that  can  he  served  under  present  cost-price 
conditions.  This  makes  much  of  the  backlog  demand  for  housing 
ineffective. 
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The  unexpected  increase  in  forcijjn  hiiyinp:  and  the  backlog  of 
demand  for  other  consunier  goods  have  thus  far  i)revcutcd  the  ilis- 
appointing  record  of  housing  construction  from  allecting  maximum 
employment  and  production  this  year.  lint  it  is  none  too  early  to  he 
concerned  about  a  possible  relaj)se  of  housing  into  its  prewar  state  of 
chronic  ill-health  and  instability.  Housing  remains,  in  some  respects, 
our  domestic  problem  number  one. 

I XTEUNATI  ON  A  L  TUA  NSA  CTI ONS 

During  the  first  half  of  1047,  there  was  a  large  increase  in  our 
exports  unaccom])anied  by  any  significant  increase  in  our  imports. 
Our  total  transfers  of  goods  and  services  to  other  countries  rose  to  an 
annual  rate  of  20.7  billion  dollars  compared  with  a  rate  of  lo.ti  billion 
in  the  last  quarter  of  1040.  The  goods  and  services  we  provided  to 

MERCHANDISE  TRADE  Recorded  *)  1 

Exports  increased  sharply  in  the  first  half  of  1947 

Imports  rose  less 


BILLIONS  OF  DOLLARS  BILLIONS  OF  DOLLARS 


other  countries  ran  ahead  of  what  they  jjrovided  to  us  at  the  rate  of 
12.7  billion  dollars  a  year.  Merchandise  (including  surp!us-])roperty 
sales  and  provision  of  civilian  supplies  to  occupied  ar(*as)  accounted, 
at  an  aimual  rate  of  11  billion  dollars,  for  most  of  this  excess  of  exports 
over  imports.  The  remainder,  at  an  annual  rate  of  1.7  billion  dollars 
was  excess  receipts  from  service  transactions  and  income  on  invest¬ 
ments.  This  total  of  12.7  billion  dollars  a  year  includes  Government 
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imilntoral  aid  and  private  jrifts  and  rc'inittanci's  at  an  annual  rate  of 
about  2.(*  billion  dollars.  'I'lie  not  o.xooss  of  ooinnioroial  exports  thus 
ran  at  a  rate  of  about  10  l)illion  dollars  a  year,  compared  to  a  rate  of 
5.2  billion  in  the  last  (piarter  of  1940,  as  shown  in  the  Nation’s  Eco¬ 
nomic  lind^et.  (S(‘e  aj)i)endix  A,  table  V  and  appendix  B,  tables 
XXll  and  XXIll.) 

'rii(‘  ell'ect  of  th(*S(‘  transactions  upim  the  total  How  of  the  Nation’s 
inconu*  is  routrhly  indicated  by  the  fact  that  this  increase  in  the  annual 
rate  of  the  mU  fori'i^n  balanci*  constituted  about  three-fourths  of  the 
increase  in  the  annua!  rate  of  tin*  total  irross  national  product  from 
the  last  (piartf'r  of  ItttO  to  the  first  half  of  1947. 

More  than  one-half  of  the  (*xcess  of  goods  and  services  foreign  coun- 
tri('s  r(‘ceiv(‘d  from  us  over  those  they  suppliial  to  us  was  financed  by 
aid  and  loans  extended  by  this  (lovernment.  Nor  is  this  situation 
likely  to  chang<‘  inuncdiatj'ly.  There  is  litth*  likelihood  that  a  greater 
I)art  of  the  burden  will  soon  be  carried  by  incrcaiscd  imports,  private  in¬ 
vestments  abroad,  li(| nidation  of  dollar  balanees,  or  gold  shipments 
to  this  country,  (lold  stocks  of  other  nations  and  their  investment 
and  credit  funds  in  Anu'rica  hav(‘  been  consideral)ly  reduced.  Pro¬ 
duction  in  war-stricken  c«>untries  of  goods  for  export  will  not  increase 
greatly  until  th(‘  reconstruction  of  their  economies  has  proceeded 
much  further. 

During  the  first  half  of  1947,  foreign  countries  not  only  had  to 
continue  licpiidation  of  their  short-term  capital  holdings  in  the 
Tnitc'd  States  at  tin*  high  rate  that  prevailetl  in  late  1949,  hut  also 
had  to  sell  greatly  increased  quantities  of  gold.  Private  gifts  and 
remittances  from  the  Tnited  States  and  tourist  trade  contributed  to 
the  finaneingof  foreign  needs,  but  private  long-term  investment  played 
a  negligible  role  on  balance.  How  the  excess  requirements  of  foreign 
countries  were  finnnce<l  is  shown  in  summary  by  the  following  table. 
(Also  see  appendix  B,  table  XXL) 

Tahi.e  VI. — Financing  of  the  excels  of  goods  and  services  supplied  to  foreign 

countries 


[Rillions  of  dollars,  spa.<ionally  adjusted  annual  rates] 


i  1946 

1 

1947 

first 

half! 

I 

D 

1  1 

III  i 

1 

IV 

U.  S.  Oovernment  loans  and  iinilatexal  transfers  (net)* . 

.VO 

fi.  .1 

5.8 

4.2 

6.6 

Liquidation  of  short-term  capital  in  United  States  for  foreign 

2.0 

.5 

2.3 

2. 1 

Sale  of  gold  by  foreign  countries  to  Unitexl  States  (net)* . j 

.9 

.  I 

.3 

1. 1 

2.8 

Private  gifts  and  remittances  (net) . I 

.  6 

•  ^ 

.6 

.7 

.8 

Other  (net)* . 1 

.  6 

.6 

-.6 

.4 

Total  means  of  financing  * . 

7.1 

1 

9.9 

7.9 

7.7 

12.7 

I  Estimates  ba.v*il  on  Incomplete  data. 

*  These  flKiiree  exclude  payment  of  the  CniU'd  States  suhseriptions  to  the  International  Monetary  Fund 
and  International  Bank.  Prior  to  the  second  quarter  of  1947  the  United  States  investments  in  these  insti¬ 
tutions  were  held  in  pold  and  short-term  dollar  a.ssets.  To  the  extent  that  these  funds  have  subsequently 
bwn  disbursed  to  foreign  countries  they  are  includexl  under  the  liquidation  of  foreign  short-term  capital 
in  the  Unite<l  States. 

*  Includes  prlvau*  long-term  capital  movement,  movement  of  United  States  short-term  capital,  and 
errors  and  omi-ssions. 

‘  The  excess  of  goods  and  .services  includes  the  unilateral  transfers  of  goods  that  are  excluded  In  the  "net 
exports  of  goods  and  servioi's’’  as  us«'d  in  the  Nation’s  Economic  Budget.  See  appendix  A,  table 

Source;  Department  of  Commerce, 
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The  root  caoso  of  this  hifrli  rate  of  net  expenditiin'  hv  other  coun¬ 
tries  has  been,  of  course,  their  intense  lu'cd  for  {roods.  Tlie  rehahilita- 
tion  of  Europe  lias  lieen  much  slower  than  expected.  Tlu*  (‘conoinic 
destruction  was  {rreater,  and  the  dislocation  of  jieojiles  and  the  ehhinsr 
of  morale  were  more  serious,  than  had  heen  reali/ed.  'riu*  effects  of 
adverse  weatluM-  conditions  have  heen  more  kiMUily  felt.  The  results 
have  been  an  iiuTi'ase  beyond  expectation  in  the  need  for  American 
goods  and  services  in  the  devastated  countries  and  a  limiti'd  rc'turn 
by  these  countries  to  their  role  of  exporters  to  other  anuis.  Sonu*  of 
the  other  areas,  such  as  (’anada  and  Latin  America,  as  a  result  liavi* 
heen  forced  to  resort  to  our  market  for  imports  they  would  normally 
have  bought  elsewhere.  Demand  of  some  countries  for  our  goods  has 
been  further  increased  by  wartime  deferral  of  demand  for  goods  tlu'v 
normally  buy  from  us  and  by  the  existence  of  internal  boom  condi¬ 
tions. 

The  world  demand  for  all  kinds  of  goods  is  so  great,  and  the  supply 
of  those  goods  elsewhere  than  in  the  I'nited  States  is  so  limiti'd,  that 
foreign  buying  in  the  American  markets  in  the  coming  months  will 
certainly  reach  the  limit  of  the  Imying  power  of  other  nations.  I’ndcr 
present  iirospects  this  buying  power  is  likcdy  soon  to  decline,  at  h'ast 
for  a  considcrabh*  number  of  foreign  nations.  Existing  Unit(‘<l  Slates 
(lovernment  loans  and  crc'dits,  which  stood  at  a  little  over  o  billion 
dollars  at  the  Ix'ginning  of  tlu*  y(‘ar,  are  nearing  exhaustion.  As  a 
matter  of  fact,  various  countri(*s  have  felt  ohlig(‘d  to  adopt  import 
restrictions  during  ri'ct'iit  months.  It  is  also  unlikely  that  gold  sales 
and  dollar-assct  hcpiidation  can  be  maintaiiu'd  at  the  prcs»*nt  rate. 
Moreovc'r,  these  resources  are  not  distributed  in  n'lation  to  tlu*  lU'cd 
for  American  products.  It  is  unlikely,  too,  that  productive  facilities 
abroad  will  be  restorc'd  in  the  lu'ar  future  to  a  point  that  will  permit 
signiheant  iticrcascs  in  exjiorts  to  the  I'niti'd  States. 

Thus  th(*re  is  a  prospect  for  exhaustion  of  pres(*ntly  available  re¬ 
sources  for  foH'ign  financing  of  tlu*  prcsi'ut  »*xpoit  sur|)lus,  and  litth* 
prosj)e(*t  for  an  c'arly  signifu-ant  increase*  in  tlu*  ('arnings  of  dollars  by 
I'nite'd  SlaU's  imports.  It  si'e'ins  lik(*ly,  therefore,  that  uid(*s.s  addi¬ 
tional  cr<*dits,  govcrnnu*ntal  or  private*,  an*  [u-eivide'el,  the  l'nite*d  State*s 
net  exports  eef  geieiels  anel  se*rvie*e*s  must  be*  e*.xpccteel  te)  elee*line  be*fe>re 
the  enel  e)f  the  ye'ar. 

GOVERNMENT  TRANSACTIONS 

Federal  trnnmcHons 

The  Economic  Report  in  January  stated:  “With  an  outlook  of  high 
economic  activity  for  the  current  year,  the  reventie  policies  are  de¬ 
signed  to  balance  the  budget  anel  achieve  a  surplus  towarel  a  retire¬ 
ment  of  the  national  debt.”  This  policy  is  being  folbweel.  Under 
current  economic  conelitions,  the  accumulation  of  a  Feeleral  surplus 
counteracts  remaining  inflationary  influences,  reelue*es  the  natieinal 
elebt,  anel  leaves  us  in  a  better  position  to  eleal  with  changing  elevele)p- 
ments,  whether  elornestie  or  international. 

The  year  that  eneleel  June  30,  1047,  showed  a  buelget  surplus  of  7.')4 
million  dollars  accoreling  to  the  conventional  budget  figures.  Feeleral 
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rash  rrroipts  from  thr  |)ul)lir  rxcordrd  cash  payments  to  the  public 
by  m*aily  7  billion  dollars  in  the  same  period.  For  showiiifr  the 
financial  position  of  the  (Jovernment,  it  is  better  to  measure  Federal 
transactions  by  the  conventional  hudiret  figures.  For  example,  dur¬ 
ing;  the  last  12  months,  l.S  billion  dollars  in  terminal-leave  bonds 
issued  to  veterans  are  shown  as  an  expemliture  in  the  conventional 
hudp't,  hut  will  not  show  as  a  cash  pa^unent  until  the  bonds  are 
caslu'd.  Similarly,  the  hudp'tary  r(*eeipts  and  expenditure  accounts 
contain  2.()  billion  dollars  allocated  to  social  insurance  trust  funds, 
which  repri'stuit  an  ohlipition  to  Ixuieficiaries  of  these  funds.  The 
conventional  hudjret  figures  show  many  accruing  obligations  of  the 
(rovernnu'ut  which  are  not  reflectt*d  in  cash  payimuits  to  the  public. 
Also,  receipts  of  trust  accounts,  such  as  deposits  by  States  in  the 
unemploynu'iit  trust  fund.  altluMifrh  they  an*  cash  receipts  from  the 
j)uhlic,  are  not  funds  available  for  rej;ular  budget  opi'rations  and  are 
not  iuchuh'd  in  the  conventional  budget  reeei|)ts. 

Thus,  th(*  (‘onventional  budget  figures  repre.sent  more  ade(piately 
the  long-run  financial  position  of  the  (Jovernment,  while  statements 
of  cash  receii)ts  from  and  payments  to  the  public  measure  more 
accurately  tlu*  impact  of  (lovernment  operations  on  consumer  and 
business  income  and  spt*nding.  A  reconciliation  hetwei'ii  the  Federal 
l)ii«lg('tary  surplus  and  tlu*  cash  excess  of  receipts  over  payments 
app(*ars  in  app(*ndix  A,  se(*tion  5. 

’I'abi.k  \  II. — Frderitl  cash  pay  aunts  to  the  public  and  Federal  cash  receipts  from  the 

public  ' 


|M  illions  of  dollars-  annual  rates,  seasonally  adju8te<l] 


i 

] 

Cash  pay-  : 
nients  j 

Cash  receipts 

Surplus  of  cash 
iveeipts  (-f ), 
l>aymeuts  {— ) 

M.627  ' 
37,300 
»  41,700 

47,775  ! 
45.  MK) 
40,800 

-17,852 
8,500 
5, 100 

'  For  details  and  explanation  see  a|>|H'ndix  A,  taldes  VII,  VIII,  and  IX. 

>  Iiase<l  on  inconiidete  data. 

•  The  increase  in  Federal  cash  payments  in  the  period  January  to  June  1947  was  due  largely  to  extra¬ 
ordinary  iiayinents  on  account  of  contributions  to  international  organizations  and  loans  to  foreign  countries, 
particularly  the  concentration  of  British  loan  withdrawals  in  this  i>eriod. 

Source:  Bureau  of  the  Budget. 

In  the  first  half  of  this  year  the  F\*deral  cash  surplus  was  almost 
4.6  billion  dollars  or  about  9.1  billion  at  an  annual  rate.  After 
allowing  for  seasonal  factors,  such  as  the  peak  in  tax  receipts  in  March, 
the  adjusted  surplus  was  o.l  billion  at  an  annual  rate,  as  shown  in  the 
table.  This  cash  surplus  is  expected  to  be  larger  during  the  next  12 
months’  pt*riod,  estimated  on  the  basis  of  present  tax  rates  and  enacted 
or  pending  appropriations,  and  assuming  substantially  unchanged 
business  conditions. 

The  economic  effects  of  Federal  expenditures  must  be  measured  by 
their  distribution  as  well  as  their  total  amount.  This  is  shown  in  the 
following  table. 
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Tablk  VIII. — Federal  cash  payments  to  the  public 

[Hillionsofilolhu’sJ 


to— 


I.  Indlvidtials: 

Military  iiay  . . 

Salaries  of  civilian  jitTSDiini'l .  . 

Other « . 

Total . 

II.  Buslne.ss: 

Hoods  and  services  purchased  . . 

Subsidies  to  fanners . . 

Other  > . 

Total . 

III.  Foreipn  governments  and  International  orpanlKdlous  ' 
IV’.  State  and  local  Koverninents; 

Grants  in  aid . 

.Adjustments* . . 

Total . 


('iiicndar 

lUiO 

January- 
Jiinv  1947 
(■srxsonally 
adju.stvil  an¬ 
nual  rates)  ■ 

t).  ft 

.3.  ft 

6.  7 

.V5 

11.(1 

10.  .■> 

24.  tl 

1ft.  ft 

13..S 

6.7 

.S 

1..1 

.v  « 

3.  ft 

IS.  1 

lift 

1.7 

5.9 

1.1 

1.4 

-  4 

-.4 

45.  2 

41.7 

'  Ba.sed  on  ini-omplete  data. 

»  For  a  break -tlown  of  these  items,  see  ai>iH'ndix  K,  table  XI. 

•  For  ex[)lanation.  see  ap|>endlx  table  XI,  fiKjtnote  H. 

Note.— Details  will  not  neces.sarily  add  to  totals  because  of  roundlnt:. 

Tlio  composition  of  Foticral  payments  has  clian^t'd  more  than  tht'ir 
general  level,  and  is  expected  to  change  still  furtluT’  this  year.  Pay¬ 
ments  to  Federal  civilian  and  military  |>ersonnel  have  hi'en  reduced 
substantially  and  are  still  declining.  Purchase  of  gooils  and  st'rvices 
by  the  Federal  (lovernmtmt  were  retluced  sharply  during  the  last  12 
months’  period.  They  are  likely  to  increast'  somewhat  in  the  near 
future,  because  of  some  increase  in  long-dtdayed  procurement  for 
national  defense  and  nonmilitary  construction  that  it  seenu'd  inad¬ 
visable  to  defer  any  longer.  Some  large  payments  on  account  of  con¬ 
tributions  to  international  organizations  and  of  loans  to  foreign  govern¬ 
ments  have  been  made  during  the  last  0  months.  A  substantial 
reduction  in  such  payments  is  expected  for  the  coming  period  unless 
new  foreign-aid  programs  are  adopteil  by  legislation. 

During  the  first  half  of  calemlar  year  11)47  the  total  Federal  debt 
was  reduced  by  slightly  more  than  1  billion  dollars  to  258.4  billion 
dollars  on  June  30,  1947.  Since  February  28,  194('),  when  the  debt 
reached  a  peak  of  279.8  billion  dollars,  total  debt  r.'duction  has 
amounted  to  21.4  billion  dollars.  Practically  all  of  this  has  heen 
accomplished  by  drawing  down  the  Treasury  cash  balance,  although 
the  small  budgetary  surplus  in  fiscal  year  1947  was  also  available  for 
this  purpose. 

The  budgetary  surplus  during  the  first  0  months  of  1947  amounted 
to  over  750  million  dollars.  The  cash  surplus  during  the  period — that 
is,  the  actual  e.xcess  of  cash  receipts  ov'er  cash  payimmts — amounted 
to  approximately  4.G  billion  dollars,  however.  '^I'liis  cash  surplus 
contributed  toward  a  reduction  of  8  billion  dollars  in  the  marketahle 
debt  during  the  6-month  period,  5  billion  of  which  was  in  the  Govern¬ 
ment  security  holdings  of  commercial  and  Federal  Reserve  banks. 
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'I'lip  total  «l('l)t,  however,  deelined  only  by  about  a  billion  dollars  due 
to  oll’sc'ttiuf;  increases  in  other  typ(*s  of  d(*l)t.  There  was  an  increase 
of  almost  .j  billion  dollars  in  tlu*  debt  held  by  Federal  agencies  or 
funds  (for  example',  the  social  security  reserve  funds)  and  by  the 
International  Bank  and  the  Monetary  Fund.  There  was  also  an 
olfsettiiif^  incrc'ase  of  over  1  billion  dollars  in  terminal  leave  bonds 
issiu'd  to  vete'rans. 

d'be  «‘xcess  of  cash  rec('ii)ts  teve'r  paynu'iits,  and  the  correlative 
reeluction  of  bank-held  eb'bt,  contribut<*(l  materially  to  the  alleviation 
of  inllatieuiary  pressures  durin<;  the  period. 

State  am/  local  transactions 

('ombined  n'ceii)ls  of  State  and  local  governments  expanded 
modc'iately  during  the  war  period,  and  have  shown  some  further 
increast*  in  the  last  (>  months.  Recent  increases  have  been  mainly  in 
response  to  the  bitrli  b'vel  of  business  activity  and  prices,  although 
these  governnu'utal  units  are  making  elforts  to  increase  their  sources 
of  rt'venue.  Receipts  of  local  governments,  which  arise  mainly  from 
the  gem'ial  propeity  tax,  do  not  rise  automatically  in  response  to  a 
rise  in  inconu's  or  piices,  placing  the  localities  in  an  unfavorable 
situation  at  times  like  these'.  State  n'venues  are  more  flexible. 

Fxpemlitures  have  risen  more  rai)idly  than  revenues  since  the  war, 
and  many  local  units  an'  now  running  into  deficits.  Increases  in 
expenditures  have'  eee-e'urre'el  as  a  re'sult  of  the  rapid  rise  in  pay  rolls 
anel  costs  of  suf)plies  ami  materials,  despite  deferral  of  nonessential 
const  met  ie)n.  'riu're  is  a  very  real  backlog  of  needed  public  construc¬ 
tion  of  all  types,  but  high  costs  of  j)resent-day  construction  are 
(h'terring  e'xpansion.  Fublie  construction.  Federal,  State,  and  local, 
eluring  194  7  is  e'xj)e'cte'el  to  be  oidy  a  fourth  of  total  construction  as 
against  a  ‘29-ye'ar  ave'iage  of  about  a  third. 

Meere  than  a  billion  elollars  in  veterans’  bonuses  hav’e  been  approved 
eer  are  awaiting  referendum  approval  in  several  States.  Thus  State 
and  local  ex|)enditures  may  increase  by  an  annual  rate  of  about  a 
billion  and  a  half  dollars  during  the  next  12  months,  exceeding  receipts 
by  about  one  billion  dollars.  This  possible  deficit  offsets  to  some  extent 
the  excess  of  receii)ts  in  Federal  transactions.  It  is  not  sufficient, how¬ 
ever,  to  ehangi'  markedly  the  anti-inflationary  impact  of  all  Govern- 
nu'nt  transactions  on  the  whole  economy. 

The  outstanding  developments  shown  by  this  review  of  the  Nation’s 
Economic  Budget  may  be  summarized  as  follows: 

(1)  During  the  jiast  (>  months,  expenditures  for  producers’  plant 
and  equipnii'iit,  inventory  aecumulation,  and  Government  expendi¬ 
tures  have  eonformed  approximately  to  the  expectation  set  forth  in 
the  danuary  Economic  Report.  On  the  other  hand,  the  increase  in 
the  export  suriilus  has  far  outdistanced  the  expectation  of  last  winter, 
rising  from  an  annual  rate  of  5.2  billion  in  the  last  quarter  of  1946  to 
an  annual  rate  of  10  billion  dollars  in  the  first  half  of  1947.  The  in¬ 
crease  in  residential  construction  has  not  reached  the  desired  level. 
Nor  have  consumer  incomes  and  buying  power  reached  the  levels 
deemed  desirable  in  danuary.  But  this  has  not  yet  caused  a  drop  in 
employment  and  production,  or  alternatively  in  prices,  because  tein- 
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porary  supports  are  still  so  powerful — for  oxamplo,  exceptional  ex¬ 
ports  and  larfje  use  of  saviujjs  and  credit. 

(2)  As  a  decline  in  some  of  these  extraordinary  factors  of  demand 
must  be  expected  in  the  near  future,  the  conclusions  in  the  danuary 
Economic  Report  are  still  valitl  in  the  present  situation.  Price  and 
income  adjustments  are  still  needed  to  strenjrthen  consumer  purchas¬ 
ing  power  and  give  impetus  to  residential  and  husiness  construction, 
so  as  to  assure  maximum  activity  for  the  full  year  and  set  safe  con¬ 
ditions  for  future  progress. 


\’ 

ECONOMIC  ADJUSTMENTS  FOR  SUSTAINED  111(111 
PRODUCTION 

To  aid  in  appraising  our  present  situation  correctly  and  in  chart¬ 
ing  a  future  course,  some  details  of  the  economic  adjustments  that 
have  occurred  thus  far  in  1947  will  he  examim'd. 

THE  PROCESS  OK  PRICE  ADJl’STMENT 

The  startling  rise  in  prices  laUween  the  termination  of  pric«'  control 
and  the  end  of  1940  was  a  major  concern  of  the  Economic  Report  in 
flanuary.  Price  control  having  been  abandoned,  I  urged  business¬ 
men  to  resist  inflationary  pressures  or  temptation  and  to  make 
voluntary  price  reductions  wherever  possible. 

During  tlie  first  quarter  of  this  year,  the  average  of  wholesale  prices 
rose  another  7.4  percent,  with  increas(*s  in  all  major  ciunmodity 
groups.  The  Consumer  Price  Index  held  stable  until  March,  then 
rose  about  2  percent,  chiefly  as  a  result  of  price  increases  in  farm 
and  food  products.  Late  in  March  and  again  in  Ajiril,  it  was  found 
necessary  again  to  call  attention  to  the  dangtaous  jirice  situation. 

During  the  second  ouarter  of  this  year  the  upward  movement  in 
prices  appeared  to  be  nalted.  The  average  of  wholesale  pric(*s  flat¬ 
tened  out  at  a  level  slightly  below  the  peak  reached  at  the  end  of  the 
first  quarter.  The  average  of  all  commodity  groups  other  than  farm 
and  food  products  showed  very  little  change.  Small  increases  in 
some  groups  were  offset  by  declines  in  others.  In  April  the  average 
of  farm  prices  fell  somewhat  from  its  March  peak,  but  then  crept 
upward.  The  trend  of  food  prices  in  general  followed  that  of  farm 
prices.  Corn  and  other  feed  grains  again  began  rising  substantially 
during  the  closing  weeks  of  June  as  a  result  of  unfavorable  weather 
during  and  immediately  after  the  planting  season.  In  Ajiril  and  May 
the  averages  of  all  major  groups  in  the  Consumers’  Price  Index 
food;  clothing;  rent;  fuel,  electricity,  and  ice;  and  house  furnishings — 
showed  little  change.  In  June  food  prices  advanced  again.  (See 
appendix  B,  tables  XI  and  XII.) 

The  leveling  off  of  prices  reflected  an  easing  of  some  of  the  infla¬ 
tionary  factors  in  the  second  quarter.  In  some  comrnoilities,  sellers’ 
markets  began  to  change  to  buyers’  markets  as  backlog  demands  were 
worked  off  and  shortages  began  to  disappear.  There  was  an  increase 
in  consumer  resistance  to  high  retail  prices  and  general  resistance  to 
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hiph  construction  costs.  The  substantial  excess  of  Federal  cash 
receipts  over  cash  payments  was  also  an  anti-inflationary  influence. 

The  course  of  prices  in  the  second  cpiarter  likewise  reflected  the 
conscious  intention  of  many  sellers  to  hold  prices  Ixdow  what  the 
traflic  would  hear  or  to  reduce  price's  promptly  on  the  appearance  or 
even  the  clear  prospe'ct  of  insufficient  demand  to  absorb  incre'asing 


CONSUMERS’  PRICES 

after  o  sharp  rise  in  the  second  half  of  1946,  rose 
somewhat  fuither  in  the  first  quorter  of  1947,  ond 
leveled  off  in  the  second  quarter. 
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SOUNCE:  DEPARTMENT  OF  LABOR 

supplies  at  prevailing  prices.  Many  retailers  and  wholesalers  reduced 
their  margins,  which  in  many  cases  had  been  greatly  enlargc'd  during 
the  war.  They  and  a  numf)er  of  their  organizations  endeavored  to 
secure  price  reductions  from  manufacturers.  It  is  clear,  however, 
that  much  of  the  decline  in  wholesale  prices  after  March  came  in 
those  commodities  whose  prices  react  (piickly  to  short-term  changes 
in  demand  and  supply  relations.  Dairy  products,  oils  and  fats, 
leather,  and  crude  rubber  are  examples. 
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Voluntary  j)rico  adustinonts  hy  inanufactuiTrs  <li»l  not  hocoinc 
widespread.  The  attempt  of  many  retailers  and  wholesalers  to  re¬ 
spond  to  consumer  resistance  with  suhstantial  price  rt'diietions  ran 
into  manufacturers’  resistance*  to  lowe'r  prices  at  the  eetlu'r  (‘ml.  Some 


WHOLESALE  PRICES 


SOURCE  DEPARTMENT  OF  labor 


suppliers  are,  however,  beginning  to  furnish  larger  quantities  of  goods 
in  lower-price  lines  in  clothing,  furniture,  and  some  appliances.  Sub¬ 
stantial  reductions  in  prices  require  trimming  of  margins  all  along 
the  line  of  production  and  distribution. 

Although  prices  leveled  off  in  the  second  quarter,  the  present  price 
situation  contains  divergent  elements,  some  of  which  were  anticipated 
and  others  not.  For  some  commodities  there  has  been  a  decline  in 
market  demand.  In  manv  others  demand  remains  high  and  in  a 
number  of  cases,  especially  primary  markets,  there  is  a  renewed 
upward  pressure  on  prices.  These  elements  present  important  prob¬ 
lems  of  orderly  price  adjustment  which  will  be  briefly  reviewed. 
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At  tlio  tinio  of  tho  .January  Economic  Report,  certain  extra- 
onlinarv  and  temporary  ehunents  of  demand  wiac  c'xpected  to  recede 
snhstantially  in  the  ('arly  months  of  tin*  year.  Therefore,  prompt 
downward  price  adjust nu'nts  were  recommended  to  sustain  the  level 
of  husini'ss  a(“tivity,  n'sidential  construction,  and  consum(‘r  purchasing; 
pow<*r  in  ^(MU'ral.  'Phis  anticipat(*d  decline  of  extraordinary  demand 
lias  aliiaidy  occurred  in  a  numher  of  commodities,  jiarticularly  in  the 
consumer-fToods  lii'ld.  Examples  are  some  items  of  women’s  apparel, 
and  of  men’s  furnishin<rs,  small  radios,  liipior,  and  rubber  tires.  \Iany 
more  of  these  cases  will  ajipear,  om*  after  the  other.  Price  adjust¬ 
ment  in  each  case,  as  it  em(*rf;es,  can  smooth  the  profjress  to  a  sound 
and  vij;orous  peacetime  economy.  As  backlogs  of  demand  are  worked 
oil',  as  shorta'^es  are  overcoim*  by  increased  production  and  as  demand 
is  less  supported  by  the  use  of  li(piid  assets  ami  credit,  sellers’  markets 
l)i*<rin  to  fade.  Such  adjustimmts  then  become  imperative.  To 
avoid  a  price  collapse  and  the  ih'inorali/.ation  of  markets,  it  is  neces¬ 
sary  to  make  sulistantial  prici*  reductions  before  market  forces  take 
control.  As  compidition  reappears,  sellers  who  overstay  the  market 
an*  likely  both  to  sulh'r  serious  inventory  losses  and  to  create  a 
worsening  economic  situation  throu<;h  curtaih'd  production.  If  price 
adjustments  are  not  jiromptly  made  there  will  he  danger  of  a  simul¬ 
taneous  collapse  of  a  numher  of  markets,  which  would  have  a  cumula¬ 
tive  inllucnce  toward  <;encral  business  recession. 

It  was  also  emiihasi/ed  in  tin*  .January  rcjiort  that  in  many  other 
cases,  cv(Mi  when  there  is  no  jirospcct  of  imminent  decline  in  demand, 
pric(‘  ri'straint  will  he  of  long-run  advantage  to  the  firms  and  of  ini- 
nn'diate  hcnclit  to  the  whole  economy.  This  is  true  where  profit 
margins  arc  more  than  adcrpiate  to  maintain  the  financial  health  of 
the  enti'iprise,  to  providi*  naisonahle  n'turns  to  investors  and  manage¬ 
ment,  and  to  obtain  funds  for  needed  expansion  and  modernization. 
Proper  |)ricc  adjustimmts  in  tlu'se  situations  will  ordinarily  benefit 
the  firm  by  building  good  will  and  stimulating  future  market  expan¬ 
sion.  ’riicy  will  benefit  the  economy  immediately  by  increasing  the 
real  purchasing  power  of  current  incomes,  thus  reducing  the  resort 
to  us(‘  of  savings  and  cnalit.  Alon'over,  even  where  the  market 
situation  would  jx'iinit  higher  prices  to  be  obtained,  it  is  frequently 
wise  business  strategy',  as  well  as  a  general  economic  advantage,  to 
forego  that  temporary  gain. 

There  is  ample  evidence*  that  many  businessmen  realize  that  charg¬ 
ing  less  than  the  traflic  will  bear  is  good  business  policy  and  is  in  the 
public  interest.  Many  firms  are  rationing  their  output  among  cus¬ 
tomers,  which  shows  that  they  could  obtain  higher  prices.  The  so- 
called  “gray  market’’  prices  are  an  indication  that  regular  suppliers 
are  charging  less  than  the  demand  would  permit.  Moreover,  a  number 
of  individual  firms  ami  representatives  of  business  organizations  have 
recognized  that  their  own  long-run  interests  and  the  welfare  of  the 
country  are  best  served  by  reduction  of  profit  margins.  Many  others 
are  in^a  position  to  follow  this  policy. 

The  need  for  restraint  in  pricing  practice  which  was  stated  in  the 
.January  Economic  Report  is  even  more  important  today  than  it  was 
at  that  time.  Us  relevance  is  underscored  by  the  recent  revival  of 
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fears  of  inflation.  Such  fears  threaten  tiie  process  of  orderly  price 
adjustment.  The  ehaiifre  in  psyeholojty  has  been  unduly  stimulated 
by  such  events  as  the  corn  crop  scare  and  an  exaggerated  interpre¬ 
tation  of  the  effects  of  the  coal  mine  wage  adjustment.  Ill-informed 
ideas  about  the  new  foreign-aid  proposals  have  also  been  an  element 
in  the  reviveil  talk  of  inflation  ami  in  a  relaxation  of  resistance  to 
high  prices. 

Such  developments  accentuate  the  need  not  only  for  restraint  in 
price  i)olicies,  but  also  for  continuetl  caution  in  the  purchase  of  mate¬ 
rials  where  many  prices  are  (juickly  affected  by  changes  in  the  psy¬ 
chology  of  buyers  and  sellers.  To  expand  commitments  at  high  or 
rising  prices  will  only  increas(‘  the  dangers  of  creating  future  disorderly 
movements  in  prici's.  Speculative  increases  at  this  time  vvoidd  insure* 
a  much  sharper  fall  in  prices  later,  with  all  the*  losses  which  that  would 
bring.  ('onse<iuently,  it  is  urgent  for  sellers  to  refrain  as  far  as  possible 
from  price  advances  and  for  buyers  to  resist  price  incre'ases  by  their 
suppliers. 

Some  persons  have  scoffed  at  the  idea  that  businessmen  could  or 
would  follow  a  stabilizing  coui'se.  Yet  the  reaction  among  pro¬ 
gressive  business  leaders  in  the  first  half  uf  the  year  was  such  as  to 
mark  new  j)ossihilities  of  onlerly  price  corrections  in  a  free  economy 
through  the  voluntaiy  action  of  individual  firms.  Kesi)onsive  to  the 
Government’s  repeated  emphasis  upon  the  gravity  of  the  situation, 
they  have  widely  a(“knowledged  the  net'd  of  price  re«luctions  or  tlie 
foregoing  of  price  increases.  Tlie  obligation  of  each  businessman  to 
give  this  matter  his  serious  attention  has  been  presented  in  numerous 
business  journals  and  nn*etings  of  business  as.sociations. 

While  the  coui*se  of  prices  did  not  clearly  turn  downward  in  the 
second  (piarter,  there  can  be  little  doubt  that  the  Nation-wide  focus 
of  attention  on  this  matter  acted  as  an  important  anti-iidlationary 
force.  The  leveling  off  of  industrial  prices  came  at  the  verx*  time  when 
considerable  wage  advances  were  granted  to  large  nund)ers  of  workers. 
Thus,  in  the  second  (juarter  of  1947,  some  progress  was  made  toward 
averting  the  prospecti\e  disparity  b»‘tween  prices  and  mass  incomes 
which  was  discussed  in  the  Ec  onomic  Report  in  January.  Any  sharp 
increase  in  prices  in  the  coming  months  would  wipe  out  that  progress. 

The  guiding  principles  for  price  making  outlined  above  apply  in 
all  fields  of  business  activity —production,  trade,  and  services — 
where  a  firm  has  any  range  of  iliscretion  in  setting  its  prices.  As 
pointed  out  earlier,  far-seeing  pricing  at  the  materials  and  manufac¬ 
turing  levels  is  the  outstanding  need  at  the  present  time,  in  order  to 
facilitate  workable  adjustments  of  price  to  income  and  demand  all 
along  the  line.  Wholesaler  and  retailer  must  recognize,  of  course, 
that  their  part  in  the  process  involves  trimming  of  exceptional  mai^ins 
as  well  as  promptly  reflecting  in  their  own  prices  any  reductions  made 
by  their  suppliers. 

It  is  recognized  that  cost  increases  have  limited  the  ability  of  a 
number  of  firms  to  make  price  reductions.  Nevertheless,  the  general 
principle  holds  that  prices,  to  support  a  prosperous  economy,  must 
be  kept  down  to  the  lowest  point  compatible  with  costs  and  reason¬ 
able  business  incentives. 

Beyond  what  the  individual  business  executive  does  toward  price 
adjustment  as  a  matter  of  economic  policy,  the  Government  must  do 
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pvcMTtliinp:  possible  to  promote  vifrorous  conditions  of  market  competi¬ 
tion.  A  free-enterprise  system  cannot  tolerate  collusion  in  price,  in 
curtailment  of  output,  or  in  restriction  of  capacity  e.xpansion,  or  the 
harnperinfr  of  the  entry  of  n(*\v  tirms  into  tin*  business  life  of  the  com¬ 
munity.  'Fhe  antitrust  laws  must  he  applied  enerf'etically  wherever 
freedom  to  competi*  is  restrained  or  impeded. 

Kecommendation  of  voluntary  price  n*duction  and  of  foregoing; 
possible  increases  has  Ixm'ii  addressed  primarily  to  businessmen  who 
follow  a  conscious  price*  policy,  and  not  ge'iu'rally  to  farim'rs.  There 
are  sound  and  fair  r<‘asons  for  this,  ^lost  individual  farmers,  like 
many  small  husiiu'ss  firms,  do  not  have  it  within  their  power  in  the 
same  way  as  large*  inelustrial  pre)elue*e'rs  to  ele*termine  tlie  prices  for 
the'ir  proelue'ts.  Farming  in  Ame‘rie*a  is  not  organize*d  that  way. 
Neverthe'h'ss,  it  is  ine*umhe*nt  on  farmers  to  follow  sound  pricing  princi- 
|)le‘s  in  their  e*e)lle‘ct ive*-hargaining  activities  through  coope*rative 
associations  aiiei  in  the'ir  effeerts  te)  maintain  legislative  support  of 
farm  |)rie*es.  Small  husine*ss  has  the  same  responsibilities  to  work 
teiwarel  elesirahle  ])rie*e*  aeljustme*iiis. 

Though  it  is  true  that  farm  prie'e's  have  aelvanceel  e'ven  more  than 
inelustrial  prie-e*s  in  many  case's,  we  now,  after  teuniination  of  price 
eeintrol,  have*  eiidy  limite*el  powe*rs  to  eleal  with  them  exe*ept  through 
incre*aseel  preielue  tiein  anel  through  shifts  in,  or  control  of,  demand. 
The  spe'cial  preihlem  of  agricultural  prices  in  the  se'cond  half  of  this 
year  will  he  ele*alt  with  in  later  sectie>ns  on  the  agricultural  problems 
anel  fe)re*ign  e*e'e)ne)mie*  pe)lie*y. 

Like*wise,  the  ceest  e)f  construction  - resielential.  industrial,  and 
commere-ial — is  of  outstaneling  impe)rtance.  I’nless  this  cost  is 
brought  ele)wn  and  kept  strictly  in  line  w'ith  the  financial  position  of 
buyers,  we  shall  not  have  a  satisfactory  increase  in  the  volume  of 
private  ce)nstruction  and  we  may  suffer  a  decline.  This  is  a  crucial 
fae'tor  in  the  present  situation,  and  it  will  he  discussed  separately  later 
in  this  report. 


THE  PROCESS  OF  WAGE  ADJUSTMENT 

In  danuary  the  Economic  Report  recommended  moderate  wage  in¬ 
creases  at  points  where  rates  had  lagged  behind  the  cost  of  living  or 
were  suhstandanl.  The  Report  laid  stress  also  on  the  desirability  of 
raising  the  minimum  wage  rat«*  and  coverage  and  increasing  rates  of 
unem|)lovment  and  old-age  benefits  under  soeial-security  laws.  Wage 
increases  where  increased  productivity  would  permit  them  without 
interfering  with  desirable  price  adjustments  and  high  production 
levels  were  recognized  as  justifiable.  But  the  Report  warned  against 
an  inflationary  wage-price  spiral. 

Since  that  time,  peaceful  collective  bargaining  has  yielded  wide¬ 
spread  wage  increases  in  many  industries,  such  as  textiles,  rubber,  steel, 
automobiles,  electric  equipment,  local  transit,  department  stores,  and 
construction.  (See  appendix  B,  tables  IX  and  X.)  These  settle¬ 
ments  have  tended  also  to  move  wages  up  in  other  firms  and  industries. 
Most  of  these  wage  increases  have  been  absorbed  without  price  in¬ 
creases,  and  in  a  few  cases  have  been  accompanied  by  price  reduc¬ 
tions  -a  result  that  would  have  been  unlikely  had  there  not  been 
concentrated  national  attention  to  the  price  problem. 
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III  some  previous  innatioiiarv  perio<ls,  the  edort  of  workers  to 
protect  their  family  biuljxets  and  the  elforts  of  business  managers  to 
protect  the  financial  position  of  their  comiianies  led  to  strikes  which 
crippled  production,  addeil  to  the  inllationarv  condition  of  inadeipiate 
supiily,  and  subjected  workers  and  their  families  to  di'sperate  hard¬ 
ships  and  the  stockholders  of  the  em[)loving  corporation  to  heavy 
financial  losses.  The  important  and  long-<lrawn-out  striki's  in 
were  ample  warning  that  the  situation  in  labor-management  relations 
was  highly  exjilosive. 

It  was  fortunate  that  when  the  time  came  for  the  determination 
of  wage  rates  early  this  year,  both  employers  and  workers  were  dis¬ 
posed  not  to  take  such  e.xtreme  positions  as  to  lead  to  deadlock.  Tlu* 
cost  of  living  had  risen  sharply  with  the  end  of  OPA,  and  emjiloyers 
acknowledged  the  justice  of  a  demand  foi  an  increase  in  wages  and 
did  not  confront  workers  with  the  alternatives  of  accepting  an  inade¬ 
quate  wage  increase  or  a  strike  with  its  accompanying  hardships. 
The  workers,  on  their  part,  recognized  the  dangc'r  of  inllation  and  ki'pt 
their  demands  within  such  a  jiractical  trading  range  that  a  (piick 
settlement  was  agreed  upon  in  each  of  the  early  contiact  discu.ssions 
in  the  major  iiulustries. 

While  these  wage  increases  have*  addl'd  substantially  to  the  buy¬ 
ing  power  of  these  groups  of  worki'rs,  they  have  tended  to  advance 
wages  in  the  upjier  brackets  of  the  wage  structure  without  raising 
the  compensation  of  lower  paid  wage  earners,  whose  relatively  greater 
need  was  recognized  in  the  first  Economic  Ki'port.  These  increasi's 
will  undoubtedly  raise  the  (|uestion  of  increases  in  other  firms  or 
industries  in  order  to  attain  workable  relations  in  the  wage  and 
salary  structure.  Such  wage  ipiestions  should  be  si'tth'd  through 
the  processes  of  collective  bargaining  or,  wlu're  workers  are  not 
organized,  through  voluntary  adjustments  by  employers,  after  carefully 
weighing  the  specific  problems  peculiar  to  the  particular  circumstances. 

There  are  some  groups  of  worki'rs  who  are  suffering  hardslup 
because  their  wages  are  substandard  or  have  risen  far  less  than  the 
increase  in  the  cost  of  living.  The  inequities  involved  in  these  cases 
ought  to  be  eliminated  by  granting  wage  increases. 

Businesses  should  absorl)  these  wage  increases  without  increasing 
prices  wherever  possible.  They  should,  in  fact,  reduce  prices  in  any 
case  where  profits  would  still  be  unnecessarily  large  after  the  wage 
increase.  It  should  be  recognized,  however,  that  in  some  cases  such 
wage  increases  will  require  price  increases  or  jirevent  price,  reductions. 
I'  Aside  from  these  types  of  wage  increases,  the  national  welfare 
requires  that  labor  shall  not  insist  upon  wage  increases  that  would 
necessitate  price  increases  or  forestall  desirable  price  reductions. 
Sound  principles  of  wage  settlement  reepiire  that  rejognition  be 
given  to  the  peculiar  conditions  of  given  firms,  industries,  or  occupa¬ 
tions  and  to  the  current  situation.  Over  the  long  run,  trends  in  real 
wages  should  bo  based  on  general  productivity  trends. 

Wage  levels,  wage  adjustments,  and  workers’  incomes,  .however,  are 
not  solely  the  responsibility  of  management  and  labor.  Action  to 
sustain  the  purchasing  power  of  low-income  groups  should  also  be 
taken  by  the  Government.  It  was  recommended  in  the  Economic 
Report  in  January  that  several  measures  be  enacted  to  eliminate 
income  inequities  and  to  restore  the  purchasing  power  of  certain 
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uiidorprivilcpMl  sections  of  tlio  j)opulatioii.  Specifically,  the  report 
urj^ed  upward  revision  of  social  security  benefit  jiayments,  an  exten¬ 
sion  of  the  covera;j^e  of  the  Fair  Labor  Standards  Act,  and  an  increase 
in  the  ininiininn-wa}j:(>  level. 

Xo  action  has  thus  far  heiui  taken  toward  raisinjr  social  security 
benefits  or  on  the  niininunn-wage  suhj(‘ct,  although  tin*  latter  recom¬ 
mendation  was  renewed  in  my  message  on  the  portal-to-portal  pay 
hill.  The  minimum  wage  should  he  increased  to  at  least  Go  cents 
p»‘r  hour  by  amendmi'nt  of  the  Fair  l.,ahor  Standards  Act.  Action 
l)y  C’ongn'ss  is  called  for.  Hut  individual  employers  should  raise 
substandard  wages  now,  without  waiting  for  congressional  action. 
The  increase  in  living  costs  makes  the  40  cents  minimum  today 
ecpiivalent  to  about  25  cents  at  the  time  the  law  was  enacted. 

In  view  of  the  inadcijuate  jirovision  for  rent  control  in  the  extended 
act,  this  imjiortant  element  in  the  cost  of  living  is  certain  to  rise, 
d'his  makes  still  greater  the  need  for  bolstering  the  incomes  of  those 
on  the  lower  rungs  of  the  economic  ladder. 

PROFITS  AND  IirSlNESS  FINANCING 

Total  corporate  profits,  both  before  and  after  taxes,  increased 
in  the  first  lialf  of  1947  above  the  record  levels  of  the  last  quarter 
of  1945.  The  striking  disparities  between  profits  of  durable-goods 
industries  and  non-durable-goods  industries,  which  existed  during  part 
of  the  rc'conversiou  period,  have  now  disappeared.  Nearly  all  indus¬ 
tries  enjoyi'd  high  jirolits  in  the  fourth  (piarter  of  last  year  and  the 
first  half  of  this  yt‘ar.  (See  appendix  B,  table  XVI 11.)  Profits  of 
unincorporated  businesses  also  increase*!  somewhat  betAveen  the  latter 
part  of  194G  and  the  first  half  of  this  year.  For  the  last  (5  months, 
t*)tal  corjiorate  profits  after  taxes  represented  a  return  of  about  10 
percent  tui  net  worth.  Net  farm  income  has  continued  at  a  record 
level. 

High  corporate  jirofits  have  provided  funds  for  a  substantial  pro¬ 
portion  of  the  lu'avy  volume  of  business  investment  during  the  first 
half  of  1947.  Busiiu'ss  expemditures  on  new  jdant  and  eciuipment 
and  on  inventory  accumulation  were  at  an  annual  rate  of  nearly  25 
billion  dollars  during  this  period.  This  volume  of  business  investment 
was  financ(‘d  in  three  ways. 

(1)  The  greater  part  continued  to  be  financed  from  so-called  in¬ 
ternal  sources  —current  earnings  and  previously  accumulated  liquid 
assets.  During  the  war,  corporations  and  busiiu'sses  invested  a  large 
portion  of  their  reserve  funds  in  short-term  Government  securities, 
with  a  view  toward  liquidating  these  funds  in  the  reconversion  period 
as  they  Avere  needed  for  the  purposes  for  which  they  had  been  accu¬ 
mulated.  In  the  first  half  of  1947,  corporations  drew  on  their  Govern¬ 
ment-security  holdings  to  a  lesser  extent  than  in  1946. 

(2)  Funds  were  secured  from  the  issuance  of  new  securities  at  an 
annual  rate  of  3  billion  dollars. 

(3)  Business  loans  increased  at  an  annual  rate  of  about  1  billion 
dollars.  (See  appendix  B,  table  XIX.) 

It  must  be  recognized  tliat  a  high  volume  of  profits  is  necessary  to 
make  provision  for  the  increased  cost  of  buying  inventory  and  capital 
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oquipmout  and  the  dorroased  real  value  of  oxistiiif;  reserves  at  present 
price  levels.  Even  after  these  allowances  are  made,  it  is  evident  that 
in  many  cases  business  profits  are  more  than  adequate  to  permit  price  j 
reductions  or  waji^e  increases,  or  some  combination  of  both. 

RESPONSIHILITY  FOR  ADJUSTMENT  BY  BUSINESS,  LABOR,  AND 

GOVERNMENT 

In  a  free  enterprise  system,  economic  adjustment  to  chanf]fing  condi¬ 
tions  does  not  proceed  accordinj;  to  any  neat  plan  evolved  at  the  seat 
of  govenunent  and  jiromul^ated  by  governmental  authority.  Belief 
in  the  free  enterprise  system,  as  expressed  in  the  Emjiloyment  Act, 
stems  from  the  conviction  that  the  jirocesses  of  dynamic  economic 
life  are  so  complicated  and  conditions  change  so  fast  that  a  multitude 
of  local  decisions  and  flexible  revisions  are  indisjiensahle  to  economic 
health  and  vigorous  growth. 

The  activities  of  the  war  and  the  fiscal  and  monetary  devices  by 
which  we  financed  that  struggle  introduced  a  profound  upheaval  in 
our  economic  affairs.  The  shock  of  war  stimulated  the  country  to 
full  use  of  our  resources.  We  do  not  juopose  to  slump  hack  to  low 
productivity  and  underemploynu'nt.  At  present  we  are  in  the 
process  of  seeking  to  find  a  workable  pattern  of  income  and  juice 
relationshijis  on  a  new  juice  level  hut  with  continuing  high  jiroduc- 
tion  and  employment.  It  is  generally  conceded  that  this  new  price 
level  will  be  higher  than  prewar. 

A  large  part  of  the  increase  in  jirices  since  1040  has  become  imbedded 
in  the  cost  and  income  structure  of  the  economy.  Hence  tlecline  to 
the  prewar  level  could  he  expected  oidy  as  an  accompaniment  of  a 
depression.  That  we  are  all  determined  to  jiri'vent.  Nonetheless, 
jirices  should  be  revised  downward  where  jirofits  are  excessive  or  where 
reductions  are  needed  to  forestall  a  collajise  of  markets. 

How  much  higher  than  prewar  the  price  level  will  be,  no  one  can 
say  until  a  host  of  events  have  worked  out  their  direct  influences  and 
remote  repercussions.  This  must  be  done  amid  the  pressures  and 
resistances,  the  economic  wisdom  and  the  economic  illiteracy,  the 
forbearance  and  the  avarice  of  many  individuals  and  organizations, 
making  their  decisions  witliin  the  structure  of  our  economic  insti¬ 
tutions. 

No  individual,  no  organization,  and  no  branch  of  government  can 
be  absolved  of  responsiliility  for  its  part  in  this  jirocess.  Each  of 
these  price,  wage,  or  other  income  adjustments  helps  to  determine 
the  general  levels  of  production  and  employment  in  the  jieriod  just 
ahead.  And  since  it  takes  time  for  the  results  of  these  decisions  to 
become  apjiarent,  we  must  be  farsighted  as  well  as  bro  id-visioned  in 
the  decisions  we  make.  We  cannot  wait  until  a  drop  in  demand  or 
some  other  market  change  forces  the  adjustment,  unless  we  are  will¬ 
ing  to  jeopardize  the  continuation  of  prosperity. 

We  depend  first  and  foremost  on  business,  farmers,  labor,  and  the 
consuming  jniblic  to  eliminate  or  reduce  the  basic  maladjustments 
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that  onus»'  industrial  strife,  impair  the  \villin<riioss  of  business  to  invest, 
or  limit  the  ability  of  eonsumers  to  buy  the  volume  of  {j^oods  ami 
serviees  that  reaches  the  market.  While  the  (lovernment  slimdd 
refrain  from  action  that  would  tend  to  proloni;  maladjustments,  it 
must  he  ever  ready  to  perform  its  complementary  role  in  sustaining 
and  strengthening  the  economy. 

Economic  policy  and  p<‘rformancc  still  face  a  double  task.  Since 
e.xtraord inary  and  transitional  stimuli  will  begin  to  wane  in  due 
course,  it  is  necessary  to  put  in  motion  adjustments  in  production, 
prices,  and  inconu's  which  will  he  needed  to  prevent  deficiencies  in 
d(>mand  and  (h'cn'ases  in  production  and  employment.  At  the  same 
time,  it  is  still  nec(‘ssary  to  use  the  fiscal  powers  of  the  Government  as 
a  safeguard  against  inflationary  possibilities  which  still  e.xist. 

A  policy  of  budget  surplus  and  debt  redemption  is  imperative  under 
present  conditions  to  provide  that  safeguard.  While  the  American 
pc'ople  look  forward  to  relief  from  the  burden  of  taxes,  tax  reduction 
now  would  add  to  the  existing  temporary  inflationary  pressures.  It 
would  impede  those  basic  adjustments  in  the  private  economy  which 
must  h(>  made  for  achieving  stability  in  the  future. 

Such  a  j)olicv  of  n'straint  at  tlu'  |)rcscnt  tinu*  will  enaf)le  us  to  use 
fiscal  policies  effectively  if  they  are  required  at  a  later  time  to  lend 
support  to  the  economy.  It  is  of  the  utmost  importance  that  we  he 
prepared  to  take  prompt  action  should  a  downturn  in  business  activity 
appear  imminent.  Such  action  taken  at  the  proper  time  would  help 
to  prevent  the  downturn  from  developing  into  a  serious  deflation. 

^Vhen  the  time  comes  for  a  relaxation  of  fiscal  restraints,  it  will  be 
mressary  to  formulate*  a  program  of  tax  reduction  that  will  give  aid 
where  it  is  most  ne<*d(‘(l,  and  that  will  fit  into  a  luoad  program  of 
improv('nu*nt  in  our  tax  svstem.  TIu*  purpose  of  fiscal  policy  must 
he  to  facilitate*,  ralhe*r  than  te>  hinder,  the  basic  aeljustme*nts  in  the 
private*  (*e'e>ne)my  whie’h  will  lee*  ne*e*e*ssary  feer  ce)ntinue*el  high  emplov- 
ment  anel  proeluction.  Eise*al  measures  such  as  these  should  he 
pruelently  timeel — anel  the  time  is  not  yet. 

Several  rece*nt  eleveleepments  have  sharpened  the  evielence  that  the 
inflationary  elanger  is  still  with  us.  These  elevelopments  involve  the 
agricultural  eeutloeek  and  fooel  prices,  wage  aelvances  anel  industrial 
productivity,  housing  anel  other  e*onstruction,  anel  the  foreign  aid 
program.  Each  of  these  will  he  eliscussed  in  the  next  section  of  this 
report. 

VI 

SPECTAL  FACTORS  IN  THE  ECOXO.MIC  SITUATION 

While  the  economic  situatie>n  e>f  the  Nation  at  mielyear  pre'sents  a 
predominately  ence)uraging  euitlook,  certain  aspects  of  the  economy 
have  ne)t  fe)lle>w<*d  se)  fave)rahle*  a  course,  'riu*  nature  anel  probable 
effe'cts  e)f  the*se*  situatie)ns  ne*i*el  te)  he*  e*xamined  scarchingly  so  that  we 
may  ae*t  inte*llige*ntly  and  vige)re)usly  to  re*nu'dy  them  or  hold  their 
harmful  effects  te)  a  minimum.  Whe*re  the  basic  elifiiculty  lies  outsiele 
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our  power  of  cure,  we  must  study  every  p()ssil)le  lueaus  of  wisely 
adapting  otlier  actions  to  this  unfavoral)le  couditiou  or,  if  possible, 
offset  it  by  some  well-considered  line  of  action. 

THE  AGRICULTURAL  OUTLOOK  AND  FOOD  PRICKS 

Unfavorable  spriu"  weather  over  larj^e  areas  of  the  country  makes 
it  necessary  to  evaluate  the  probable  cons(>(iuenccs  of  some  crop 
shortage. 

This  country  was  blessed  throughout  tb(‘  war  period  and  after 
VJ-day  with  an  unbroken  series  of  favorable  crop  years.  'Fliis  good 
fortune  carried  through  the  winter  wheat  crop  which  is  now  being 
harvested.  It  promises  to  yield  an  all-time  record  crop  of  l.l  billion 
bushels.  The  total  output  of  wintt'r  and  spring  wheat  together  is 
estimated  at  1.4  billion  bushels.  Last  year’s  corn  croj)  naudied  the 
unprecedented  figure  of  almost  :i.3  billion  bushels  and,  with  favorable 
weather,  was  expected  to  reach  almost  as  high  a  mark  this  year.  The 
growing  assurance  that  the  winter  wheat  crop  would  far  surjiass  all 
records  justified  optimism  that  even  tin*  heavy  riaiuireuK'uts  of  other 
nations  could  he  met  without  serious  i)rcssurc  upon  our  domestic, 
markets  and  the  cost  of  living. 

In  May,  however,  these  fair  prospects  began  to  darken  as  unfavor¬ 
able  weather  impeded  the  completion  of  spring  planting.  June  was  a 
month  of  heavy  rains,  with  serious  floods  in  parts  of  the'Uorn  Belt. 
Although  it  is  too  early  to  forecast  this  year's  corn  crop  accurately, 
the  present  official  crop  estimate  (July  10)  points  to  a  crop  of  ‘i.t) 
billion  bushels,  which,  though  approximately  20  jierceut  below  last 
year’s  record  output,  is  only  slightly  below  the  average  of  the  past 
,  10  years.  This  is  only  a  preliminary  estimate  made  very  early  in  the 
season.  Favorable  weather  could  raise  the  output  siihstantially, 
while  an  early  frost  could  reduce  both  the  yield  and  the  kee[)ing  (pial- 
ity  of  corn.  However,  there  are  as  yet  no  grounds  for  real  alarm,  nor 
for  general  speculative  increases  in  food  prices.  It  appears  likely  that 
four  factors  will  operate  toward  offsetting  the  reduction  in  the  corn 
crop:  (1)  A  fairly  large  carry-over  of  good  corn,  (2)  large  supplies  of 
concentrated  feeds,  (8)  excellent  pastures  and  forage  crops,  (4)  the 
record  wheat  crop  and  the  prospect  that  therefore  corn  exports  can  he 
reduced. 

Even  though  the  reduction  in  corn  yield  should  prove  not  to  he  very 
"reat,  the  effect  on  price  might  he  considerable  if  speculative  forces 
become  active  in  the  market.  With  our  last  year’s  record  corn  crop, 
meat  and  dairy  prices  were  high  this  spring,  and  wheat,  in  the  face  of 
a  fine  winter  prospect,  rose  to  a  new  higli  of  $3. Oh  in  March.  The 
corn-crop  scare  has  already  driven  corn  prices  for  tue  first  time  in 
history  to  above  $2  a  bushel  ($2.21  on  July  lo).  The  present  condi¬ 
tion  of  the  corn  crop  does  not  w'arrant  a  general  speculative  rise  in 
food  prices. 

No  matter  how  high  farm  prices  may  rise,  these,  prices  can  do  : 
practically  nothing  to  alleviate  shortages  this  year,  though  their  effect  ! 
on  acreage  of  wheat  sowm  this  fall  might  be  considerable.  They  can  , 
do  little  to  attract  imports  and  nothing  to  lessen  the  need  of  hungry  j 
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j  jx'oplo  overseas.  At  liomo,  they  operate  chiefly  to  curtail  the  con- 
j  sum|)tiou  of  those  persons  whose  nutrition  is  already  below  a  satis¬ 
factory  standard,  hut  duriu"  times  of  hi<;h  prosperity  they  do  little  to 
I  decrease  the  total  domestic  market  demand. 

(  During  the  war,  the  j)rices  of  farm  [)roducts  increased  more  than  the 
prices  of  manufact lin'd  j^oods.  The  additional  disproportionate 
advances  since  the  war  complicate  our  problem  of  relief  to  coun¬ 
tries  in  Kuroiie  or  eksewhere.  If  the  corn  crop  should  be  seriously 
curtailed,  it  would  threaten  hij^ln'r  living  costs,  higher  wage  demands, 
and  a  new  inllationary  push  on  the  general  jirice  situation  at  home. 
I  'I'liis  would  he  a  most  unfortunate  development  from  the  standpoint 
I  of  our  desire  to  stabilize  our  (‘conomy  at  a  high  level  of  employment 
j  and  production. 

j  The  farm  price-supiiort  policy  has  not  been  a  major  factor  in  current 
;  farm  juices.  The  market  has  made  a  price  well  above  the  support 
j  Jirice  for  all  hut  a  few  jiroducts.  There  is  little  chance  that  this 
j  condition  will  change  in  1017.  ’In  fact,  the  price-supjiort  jirogram, 
j  through  jirotecting  farmers  against  any  such  disaster  as  that  which 
overtook  tlii'in  afti'r  World  War  I,  has  eased  the  situation  by  encourag¬ 
ing  a  high  outjiut  for  agriculture.  If  supjiort  jirices  become  operative 
'  with  the  rehabilitation  of  foreign  agriculture,  it  should  he  considered 
a  fortunate  circumstance  rather  than  a  cause  for  resentment  against 
farmers.  (Ajijii'iuli.x  R,  table  XIII,  shows  data  on  prices  received 
and  jiaid  by  farmers.) 

j  'riie  total  agricultural  situation  will  remain  highly  uncertain  until 
j  the  date  and  severity  of  killing  frosts  this  fall  has  been  revealed. 

!  .Meanwhile,  we  cannot  afford  eitlier  to  ignore  the  significance  of  this 
)  factor  in  our  total  jiroduction  jiicture  nor  to  allow  e.xaggerated  iin- 
jiressions  about  it  to  become  a  demoralizing  factor  in  our  market, 
Jirice,  and  wage  system.  To  this  end,  two  lines  of  action  should  be 
considered: 

(1)  The  jmhlic  should  at  all  times  be  kept  informed  as  to  the  true 
agricultural  outlook,  so  that  unfounded  mmol's  may  not  lead  to 
sjieculativi*  develojunents  in  the  commodity  markets,  to  undue 
advances  in  food  juices,  to  jianicky  hoarding  of  stocks,  or  to  labor 

<  unrest  based  on  fi'ars  of  greater  increases  in  living  costs  than  are 
;  justified  by  the  actual  situation. 

;  if  real  shortages  should  develop,  the  need  of  sharing  such  relative 
'  scarcity  on  as  e(|uitable  a  basis  as  possible  both  among  ourselves  and 
^  between  domestic  and  foreign  users  of  our  food  resources  should  be 
J  emphasized.  Full  publicity  on  the  nature  of  the  shortage  might 
i  ju'ojierly  include  a  camjiaign  for  strict  economy  in  the  use  of  certain 
foods  through  pensonal  restraint  or  sjiecial  organized  campaigns. 
I  The  scojie  and  timing  of  such  educational  efforts  would,  of  course, 
depend  upon  whether  ju’csent  crop  prospects  improve  or  grow  worse 
as  the  season  juogresses. 

(2)  In  case  the  situation  should  take  on  really  serious  proportions 
as  croj)  prospects  become  more  certain,  jilans  should  be  readied  well 
in  advance  of  actual  need  to  conserve  supplies  and  to  make  certain 
that  thej’^  are  used  as  wiseW  as  possible.  This  can  be  done  partly 
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through  us(‘  of  ronuiiiiing  jiuthority  to  control  exports  of  wheat, 
flour,  aiul  other  eeri'al  products.  It  might  also  he  necessary  to  work 
out  some  method  of  adjusting  the  amounts  and  kinds  of  grain  used 
by  processoi*s.  Legal  authority  to  n'gulate  the  processing  and  dis¬ 
tribution  of  grain  has  n'cently  expirc'd.  It  might  become  desirable 
to  renew  some  of  this  authority.  In  any  case,  the  (lovernment 
shouhl  seek  the  voluntary  cooperation  of  the  grain  trade  in  carrying 
out  such  conservation  measures  as  are  found  to  he  necessary. 

WAGE  ADVANCES  AND  INDC.SimAL  PRODUCTIVITY 

A  second  development  which  reipiires  careful  consideration  at  this 
time  is  the  recent  settlement  between  the  soft-coal  minei*s  and  the 
mine  operators. 

While  the  Economic  Report  in  January  recognized  the  need  for 
certain  types  of  wage  incnaises  in  lagging  parts  of  the  wage  structure, 
it  cautioned  against  the  pressing  of  demands  which  would  result  in 
price  increases  or  prevent  retluctions  needed  to  assure  a  market  for  an 
expanding  volume  of  industrial  output.  The  negotiations  in  the  fii-st 
half  of  this  year  n'sulted  in  numerous  wagi'  incnaises  that  in  the  main 
were  absorbed  without  price  increases.  A  few  prices  went  up,  a  few 
down,  and  many  nunained  about  the  same. 

The  effect  of  the  recent  mine  settlement  is  to  raise  the  basic  straight- 
time  hourly  rate  from  $1.1S  to  $1.03  ami  to  raise  the  average  hourly 
wage  by  31  cents  from  $1.32  to  $1.0;i.  This  represents  an  adiust- 
ment  of  two  typt's.  The  first  type  was  a  reduction  of  tlie  working 
day  from  9  to  S  hours  without  lowering  the  <laily  [lay  of  $11. S5. 
Return  to  the  hasic-S-hour  day  williout  a  general  naluction  in  take- 
home  pay  occurred  in  many  major  industries  in  l‘)4(»  but  was  deferred 
in  coal  mining  until  this  year.  The  s(‘cond  type  of  adjustment  was 
to  increase  daily  pay  from  the  former  level  of  $1 1.85  to  $13.05.  This 
was  equivalent  to  an  increase  of  15  c(>nts  per  hour  for  S  hours,  which 
was  quite  similar  to  the  settlement  during  the*  first  half  of  this  year 
in  other  major  industiies.  The  miners  had  likewise  gaimal  a  raise 
of  I8I2  cents  last  year,  following  a  “pattern”  which  was  prevalent 
at  that  time.  As  part  of  this  year’s  sidtlement,  the  miners  agreed 
to  give  up  the  ovi'rtime  premium  on  the  eighth  hour  worked  in  a  day, 
which  had  been  a  featuie  of  their  preceding  contract.  Also,  payment 
to  the  welfare  and  retirement  fund  was  increased  from  5  cents  to  10 
cents  per  ton. 

With  the  adjustments  of  this  year  taken  all  together  the  coal  minei-s 
stand  in  a  position  near  the  top  of  the  industrial  wage  structure. 

The  avoitlance  of  a  prolonged  stoppage*  in  coal  mining  means  that 
all-out  production  can  be  continued.  This  represents  a  contribution 
to  the  good  lahor-management  relations  which  have  generally  pre¬ 
vailed  during  the  last  12  months  and  which  have  contrihuted  so 
greatly  to  the  high  production  and  maximum  employmcit  of  1947, 

This  new  contract,  moreover,  is  a  recognition  of  the  need  to  main¬ 
tain  an  adeipiate  supply  of  productive  labor  in  this  key  industry. 
The  nature  of  work  in  coal  mining  underscores  the  necessity  of 
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attractive  wage's,  hours,  and  working  conditions.  The  drift  of  young 
workci*s  away  from  the  coal  mines  is  a  general  pheiK>menon,  here  and 
abroad,  and  de'serves  atU'ntion  in  the  light  of  the  international  coal 
shortage. 

One  major  question  raise'd  hy  the  coal  settlement  is  whether  the 
wage  increase'  teer  the  mine'is  will  give  impetus  in  other  fieUls  te)  wage 
elemanels  unre'late'el  to  the'  spe'cific  preehh'ins  anel  possihilitie's  oi  those 
particular  iiulustrie's.  If  se>,  it  ceudel  leael  te>  a  more  or  less  general 
wage-price'  spiral,  ine  re'asing  anel  pre)le)nging  our  transitional  difli- 
cultie's.  Ch'arly,  the'  e'eud-miiie'  se'tth'ine'nt  re  pre'se'iits  a  re'solution  of 
a  numhe'r  eef  ceunph'X  issue's  pe'culiar  te)  the  soft  coal  inelustry.  It  eloe'S 
ne)t  pre)viele'  a  guiele  eer  patte'rn  feer  wage  settleme'Uts  in  e)ther  fielels. 
'Fhere'  is  e've'ry  re'aseen  te)  e'.\pe'e*t  e)the'r  inelustrie'S  te)  se'ttle  their  wage 
e|ue'stie)ns  in  terms  e)f  the'ir  e)wn  ne'e'els  anel  peessihilitie's,  rather  than 
taking  the'  seeft-e'eeal  rate'  ine-rcase  out  e)f  e-ontext  anel  aeleepting  it. 

Othe'r  (pie'stieens  niise'el  hy  the*  se'ttleme'nt  are  the  e'Xtent  to  which 
the'se  wage  increeise's  in  mining  will  he  offset  by  impre)veel  proelue-tivity, 
ahseerheel  hy  the  e'eeal  inelustrx',  re'flee'te'el  in  prie-e  rise's  ne)  gre'ater  than 
nee'e'ssaiy,  eer  use'el  eis  an  excuse  fe)r  e'xe-e'ssive  price  rises  whie-h,  because 
e)f  the  manife)lel  use's  e)f  e'e)al,  e'eeulel  give  another  inflationarx'  push 
to  the  ee'oneemy.  Anel  will  the  e*e)al  prie'e  incre'ases  whie'h  occur  he 
pyramideel  anel  passe'el  ede)ng,  or  will  the'y  l>e  steeppe'el  wherever  profit 
margins  make'  se)me'  ahse)r[)tie)n  e)f  e'e)st  j)e)ssil)le?  d'he'  national  wel¬ 
fare*  hinge's  in  huge'  me'asure'  e)n  the  answe'rs  given  by  inelustry  to  these 
epie'stieens. 

Within  the*  mining  inehistry,  the  miners  themselve's  have  pledged 
high  i)re)elue-tive  e'ffeert  in  jin  atte'inpt  te)  offset  higher  wage  costs. 
Tlie  e'liminatie)n  e)f  the*  h'jist  proelue'tive*  he)ur  e)f  the*  elay — the  ninth 
he)ur — anel  the*  be‘tte*r  re'Iatieens  fleewing  freem  the  ce>nsummation  of  a 
satisfae'teery  ceentrae't  sheeulel  se'rve  te)  minimize  cost  ine-reases.  In 
aelelitie)!!,  managcme'nt  can  make*  a  gre'at  e'ontrihutieen  to  incrcaseel 
e)utput  hy  se'e'ing  that  the*  mine's  are*  e*ejuippe'el  with  the  best  preielucts 
e)f  me)eh*rn  te'chnology. 

The  me*mbe*rs  eef  the*  ceeal  inelustry  fre>m  preeelucers  through  retailers 
have*  a  great  re'speensibility,  in  their  e>wn  inte're'st,  anel  in  the*  interest  of 
the  wheele*  ceeuntry,  te)  e'e)nsiele'r  the'ir  pricing  with  utmost  care.  I’nelcr 
ne)  e'ircumstance's  she)ulel  a  highe'r  wage*  l)ill  be*  use'el  as  an  t'xcusc  for 
raising  prie*e'S  aleeevc  the*  h've*l  ae-tually  nece'ssitate'el. 

The  prominent  e'oal  o|)erators  anel  steel  proelucers  who  brought 
about  the  agreement  on  the  ne'W  wage  e'ontract  have  saiel  that  they 
were  greatly  iidluenceel  hy  the'ir  he'Iie'f  that  e'ontimu'el  proeluction  of 
e'oal  is  so  vital  to  the  mainte'iiance  of  pre)sperity  that  they  were 
calh'el  uj)e)n  te)  re'ach  an  immceliate  settlement  even  though  it  involvenl 
some  risk.  They  alse)  elee  lareel  that  the  new  contract  contains  desir¬ 
able  pre)visions  which  may  leael,  after  adjustments  have  been  made, 
to  a  graelual  eh'cline  in  e'osts  anel  price's  below  the  lu'w  len  els.  Private 
management  has  recently  resume'el  full  control  after  some  years  of 
(lovernment  ope'iation  anel  (lovcrnment  control,  (’oal  operators  now 
have  the  opportunity  to  elemonstrate  the  efficiency  of  private  manage¬ 
ment  so  that  output  will  be  increased  and  ce^st  and  price's  lowered. 
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Until  tho  coal  situation  clarifies  fnrtlu'r,  stool  prodiioors  and  otiior 
manufaoturors  who  inim*  or  buy  coal  liavo  a  rosponsihilit y  not  to  inako 
decisions  on  price  advances  until  the  ellVet  of  tlu'  waj^e-priee  adjust¬ 
ments  in  coal  has  been  determined  by  actual  experience.  'I' his 
applies  with  particular  force  to  industries  such  as  the  steel  industry, 
whose  costs  are  much  less  alfeeted  than  those  of  the  eoal  industry  by 
the  recent  coal  settlement.  Viewing;  the  profit  margins  in  tin*  steel 
industry,  the  certainty  of  hi^h  and  inereasiiiu:  demand  for  many 
years  if  we  maintain  maximum  employment,  and  the  financial  stnaiirth 
of  the  industry,  stability  in  steel  prices  would  he  a  wis(‘  economic 
policy  for  this  industry  as  well  as  for  the  country.  Tlu'  desirable 
economic  results  which  flowed  from  pursuit  of  such  a  policy  by  the 
steel  industry  and  other  industri(‘s  after  the  wa^c*  adjustnuMits  duriiii; 
the  first  half  of  the  year  have  he('n  adecpiatidy  demonstratc'd.  On  tlu* 
other  hand,  the  pin*suit  of  a  dilFerent  policy  now  by  tlu*  stec'l  industry 
or  by  other  industries  even  more  remotc'ly  affected  by  the  coal  st'ttle- 
mont  could  offset  the  projrress  thus  far  madi*  and  start  another  prie(*- 
wajrc  spiral  in  motion. 

I’riee  boosts  now  in  pivotal  areas  of  tlu*  industrial  fit'hl,  fiast'd  on 
uncertain  estimates  of  expected  cost  inereas<'s,  or  without  full  con¬ 
sideration  of  whether  profit  marpns  permit  absorption,  can  oidy  add 
to  inflationary  forces.  Another  <reneral  sur<ze  of  price  inflation  would 
have  oidy  one  result  the  sharp  recession  which  it  is  to  evervon(*’s 
interest  to  prevent. 

The  fact  that  most  of  the  1047  wa^e  negotiations  have  been  con¬ 
cluded  without  work  stoppajjes  is  eommendahle.  'Phe  continuance* 
of  this  record  is  of  major  importance  to  the  economy.  1'lu*  new  Lahor- 
Mana<;enient  Relations  Act  creat(*s  a  iu*w  si*t  of  rul(*s  to  jrovern  indus¬ 
trial  relations.  Adjustment  to  new  standards  is  always  diflicult.  If 
management  and  labor  should  substitute  exc(*ssive  litigation  for  lu'go- 
tiation,  we  could  not  hope  for  j)eaceful  lal)or-manag(*ment  re'lations. 
Hut  with  fair  dealing  and  mutual  forbearance*,  lal)e)r  anel  manage*mcnt 
can  work  cooperatively  together.  Hee*e)gni/,ing  the*ir  e*e)mme)n  inte*re*st 
in  common  enels,  they  shoulel  eh)  everything  in  their  powe'r  to  ine*re*ast* 
production  so  that  the  goals  of  maximum  preulue  tion,  emple)ynu*nt, 
anel  purchasing  power  can  he  continuously  achieveel. 

This  involves  a  e*hange  of  attituele  em  the  part  e)f  se)me  e*mple)yers  anel 
some  workers.  C'ertain  businessmen  seem  motivate'el  in  the*ir  business 
decisions  by  the  belief  that  the  consumption  capacity  of  the  country 
is  severely  limiteel,  anel  that  the  occurrence  of  perioelic  e!e*pre*ssions  is 
unavoielable.  The*y  consequently  seek  relief  from  business  eliffie*edtie's 
by  limiting  production,  anel  they  hope  to  avoiei  future  business  eliflicul- 
ties  by  limiting  the  capacity  of  their  plants  anel  inelustrie*s  anel  by 
withholdbig  new  proeluction  t(*chnique’s.  Seune  even  gr  so  far  as  to 
urge  that  a  considerable  volume  of  imemployme*nt  is  nece'ssary  in 
order  to  ineluce  workers,  uneler  the  threat  of  lay-offs,  to  proeluce* 
efficiently.  Such  beliefs  anel  practices  must  be  eliscareh*e!.  This 
Nation* has  the  physical  resource's,  the  technological  skills,  the  man- 
ageriargenius,  and  the  traineel  labor  for  a  steaely  expansion  of  national 
output. 
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Labor,  for  its  part,  must  root  out  a  belief  long  held  by  some  that 
the  volume  of  work  available  is  strictly  limited,  and  that  if  they  do  it 
rapidly  they  will  soon  be  out  of  a  job  because  the  work  is  finished. 
Make-work  operations,  feather-bedding,  and  soldiering  on  the  job 
are  practices  that  fall  into  the  same  category  as  limitations  on  produc¬ 
tion,  cajiacity,  and  new  t(*chniques  on  the  part  of  management.  Such 
juactices  obviously  reduce  our  output,  lower  our  consumption,  and 
retard  economic  jirogress. 

We  are  all  pledgi'd  by  the  Employment  Act  of  1940  to  sustain  an 
economy  of  maximum  employment,  production,  and  purchasing 
power.  The  capacity  of  markets  to  absorb  ever-increasing  output  of 
goods  and  servicis  is  enormous  if  jiroper  economic  adjustments  are 
made.  Production  and  more  proiluction  is  our  great  need. 

norsiNG  AND  OTHER  CONSTRUCTION 

A  third  area  in  which  the  process  of  economic  adjustment  toward 
a  stabilized  pattern  of  maximum  production  and  employment  is  en¬ 
countering  (lifliculties  is  in  the  construction  industry,  particularly 
residential  housing.  This  is  an  old  problem  in  the  American  economy. 
Prewar  conditions  were  not  satisfactorv,  wartime  shortages  were 
acute,  and  the  postwar  performance  has  fallen  below  expectation  and 
certainly  below  needs. 

The  housing  goal  has  been  set  by  a  National  Housing  Agency  study 
at  one  million  residential  units  in  1947  and  a  million  and  a  half  in 
subsequent  years.  Present  indications  are  that  not  more  than  750,000 
units  will  be  built  this  year.  Moreover,  this  housing  has  been  avail¬ 
able  only  at  high  prici's  and  has  thus  failed  to  relieve  the  needs  of 
many  famifu's  most  in  need  of  accommodation.  It  puts  a  heavy 
drain  on  the  resources  of  many  who  have  bought  at  these  high  prices. 

The  problem  of  bringing  the  construction  industry  up  to  a  much 
higher  level,  important  as  it  is,  has  not  yet  showed  its  full  significance, 
since  the  national  labor  force  is  fully  employed  while  the  housing  pro¬ 
gram  is  still  only  on  the  75(),0()0-units  level.  The  important  fact  is  that 
several  other  lines  of  activity  that  have  been  absorbing  the  Nation’s 
resources  of  labor  and  materials  in  the  industrial  reconversion  and 
restocking  process  are  beginning  to  decline  or  are  about  to  decline. 
As  domestic,  backlogs  are  whittled  down  and  the  extraonlinary 
demand  in  other  areas  recedes,  released  resources  seeking  productive 
use  can  well  find  their  opportunity  in  the  field  of  construction,  espe¬ 
cially  housing. 

If  this  development  is  to  take  place,  however,  fundamental  adjust¬ 
ments  must  be  made  in  housing  costs.  Up  to  now,  the  housing  short¬ 
age  has  been  so  serious  that  buyers  have  been  available  at  almost  any 
price.  But  already,  high  prices  are  preventing  the  bulk  of  new  hous¬ 
ing  construction  from  serving  those  who  need  it  most  and  are  prev'ent- 
ing  the  total  volume  of  new  housing  from  reaching  desired  levels.  If 
not  reduced,  these  prices  will  lead  inevitably  to  a  decline  in  housing 
construction  when  the  limited  market  made  up  of  those  who  can  buy 
in  spite  of  cost  has  been  served.  Nowhere  are  cost  reductions  more 
important  to  the  whole  economy  than  in  the  case  of  construction. 

It  is  not  possible  to  cut  prices  of  new  building  to  prewar  levels. 
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But  there  is  widespread  ajrreenient  that  costs  can  he  lowered  throufih 
the  joint  efforts  of  material  suppliers,  huihh'rs,  and  workers.  Pro¬ 
ducers  of  materials,  construction  labor,  and  builders  all  have  a  vital 
stake  in  this.  If  they  achieve  a  substantial  out  in  building  prices, 
they  can  look  forward  to  a  long  period  of  high  activity  based  upon 
vast  needs. 

In  addition,  new  construction  methoils  offer  promising  possibilities 
for  cost  reduction.  Due  to  legislative  action  taken  this  year,  spirial 
assistance  to  prefabricated-house  manufacturers,  providcal  by  the 
guaranteed  market  provisions  of  the  V(‘terans  Knu'rgi'ncy  Housing 
Program  is  no  longer  available.  Provision  for  insurance  of  loans 
through  the  FlIA  to  financi*  manufacturing  costs  for  these*  producers 
has  been  authorized,  however,  in  addition  to  tin'  continui'd  avail¬ 
ability  of  insure'd  mortgage's  tee  buileh'r’s  eer  pure'hast'i-s  of  such  heemes 
on  site,  when  the\v  mee*t  FllA  stanelards.  It  is  be‘lie've>el  e-e>nsiele‘ral)le 
stiimdus  will  thus  be*  give*n  to  fjicteerv  pre>elue*t ieen  eef  heeiising.  1'he* 
FHA  is  taking  steps  te)  make*  this  assistjince*  available*  preunptly. 

Another  important  pre>gram  whie*h  is  alreaely  uneler  way,  and  which 
recently  has  been  given  ine*re*asing  e*mpluisis,  is  meertgage*  insurane*e 
aid  to  rental  housing  constructie)n  by  the*  FHA.  Althe)ugh  builelers 
and  owners  have  he*e*n  reluctant  tee  make*  heavy  inve*stme*nts  in  rental 
housing  while  construe*tion  e*osts  e'eentinue  at  the*ir  pre*se*nt  abnor¬ 
mally  high  leve'ls,  the  FHA  has  stimulate*el  an  incre*eise  in  rental 
construction  by  insuring  units,  unete*r  the  terms  of  the  Patman  Act, 
on  the  basis  of  current  rather  than  expe*cteel  reproeluctie)n  ce)sts. 
While  volume  is  still  le)w,  it  is  rising  anel  the*  FHA  is  pre)ce*ssing  a 
large  volume  of  applications. 

More  important  than  any  of  these  measure's,  however,  is  prompt 
passage  of  a  comprehensive  heeusing  prognim  e*mboetie*el  in  the*  neen- 
partisan  hill  now  before  the  Congre'ss.  The  preevisieen  of  publicly 
financeel  housing  for  low-income  familie's,  the  facilitation  of  lanel 
acquisition  in  urban  areas,  the  stimulation  of  privately  financeel  rental 
housing  through  yielel  insurance  anel  other  measure's,  anel  the  initiation 
of  a  broael  rural  housing  program,  are  all  inelispensable  elements  in 
providing  healthful  and  cheerful  living  conelitions  for  all  the  American 
people  at  costs  within  their  means.  From  the*  pure*ly  economic  view¬ 
point,  many  have  repeateelly  emphasized  the  dangers  to  our  economy 
if  the  housing  industry  is  not  stabilized  at  high  levels  of  proeluction. 
Even  assuming  the  necessary  price  reductions,  no  such  goal  can 
possibly  be  aebieveel  or  maintained  without  a  home-buileling  program 
for  all  income  groups  in  all  parts  of  the  country,  urban  anel  rural. 
Veterans’  housing  depends  upon  this  basic  program,  for  veterans  anel 
their  families  are  in  all  income  groups  anel  in  all  parts  of  the  country. 
The  bill  comprising  this  program  has  long  been  supported  by  the 
over\\'helming  weight  of  informeel  anel  objective  opinion,  starting  in 
the  Congress  itself.  This  bill  should  be  enacteel  without  eh'lay. 

At  present,  only  a  minimum  volume  of  Fe*ele*ral  construct  ben  is  uiuh'r 
way;  and  only  a  moelerate  amount  will  be'gin  eluring  the  ne.xt  12 
months.  The  Federal  Government  will  continue  to  exert  its  influence 
to  hold  construction  costs  down.  For  example,  the*  Public  Koaels 
Administration  of  the  Feeleral  Works  Age*ncy  has  adopted  an  interim 
policy  of  approving  no  contraets  above  the  average  1946  price  level 
except  in  cases  of  urgent  necessity  anel  then  only  when  the  higher  price 
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lias  h(*en  justifli'd.  As  a  r»*sult  of  this  policy,  there  are  already  indica¬ 
tions  of  a  softenint;  in  contractors’  bids  on  Federal-aid  hijjhway 
projects.  An  incnaising  proportion  of  bids  for  lii^hway  jobs  are 
l)('jrinninf;  to  conn*  in  at  or  Ix'low  this  c(“ilin^. 

State  and  local  ‘'ov('rnnn*nts  should  continue  following  this  same 
policy  of  restraint.  However,  some  construction  by  State  and  local 
^mvernments,  as  well  as  the  F(>deral  (lovernment,  cannot  be  postponed 
because  it  is  needed  at  once  for  (‘SS(‘ntial  j)ublic  j)urposes. 

Necessary  construction  cannot  be  starte<l  until  drawings  and  specifi¬ 
cations  are  available  for  contractors  to  follow.  Tin*  Federal  (lovern- 
ment  has  he(“n  making  n*payable  advances  to  State  and  local  govern¬ 
ments  to  enahh*  tl.cm  to  prc|)are  diawings  and  specifications  for  jobs 
which  are  necessary  now,  and  for  construction  which  will  be  appro¬ 
priate  aft(*r  cost  adjustments  havn*  tak(*n  place.  The  authority . and 
funds  for  in*w  commitnn*nts  und(*r  this  {)rogram  lapsed  in  the  middle 
of  1947.  Bills  ar»*  before  the  Congress  to  restore  this  authority.  This 
type  of  coonlinating  ainl  preparatory  action  is  vital.  The  authority 
to  contimn*  to  make*  advanc(*s  for  this  puri)ose  should  be  approved 
by  the  ('ongress.  Funds  are  also  needed  to  prepare  a  more  adequate 
Federal  shelf  of  reserve  projects. 

THE  FOREIGN  AID  PROGRAM 

The  fourth  dev(*lopnn*nt  of  e.xtreme  importance  to  the  American 
economy  during  the  first  half  of  1947  has  b(*en  the  unprecedented 
rise  of  e.xports,  and  th(*ir  exc(*ss  over  imports,  above  the  high  level 
reached  by  the  «*nd  of  last  year.  As  was  shown  earlier  in  this  report, 
total  transfers  of  goods  and  services  to  other  countries  in  the  first 
half  of  1947  reach(*d  an  annual  rati*  of  20.7  billion  dollars,  an  amount 
which  exc(*eded  by  12.7  billion  dollars  the  annual  rate  at  which  other 
countries  W(*re  providing  goods  ami  services  to  us.  About  one-half 
of  the  exc(*ss  was  being  financed  by  loans  and  other  aids  from  the 
l"nit»*d  Stat(*s  (lovernment. 

All  continents  and  most  countries  participated  in  the  increase  of 
.Vmerican  exports.  The  largest  incn*ase  was  in  supplies  for  Europe. 
.Vmerican  products  provided  essential  aid  to  combat  starvation  and 
d(*privation  in  many  countries  and  facilitated  to  some  degree  the 
r(*construction  of  war-torn  economies.  However,  the  progress  of  re¬ 
construction  in  Europe  has  been  deeply  disappointing.  Tlie  slowness 
of  reeovery  has  become  a  threat  not  only  to  economic  stability  but 
also  to  so(*ial  order  and  international  peace. 

While  the  need  of  most  countries  for  the  products  of  the  Ignited 
States  will  continue  to  be  very  great,  their  power  to  finance  purchases 
out  of  their  own  resources  and  from  present  programs  of  American 
and  international  aid  is  certain  to  decline  substantially  during  the 
present  year.  This  is  true  desjiite  the  fact  that  the  Congress  has 
made  available  funds  for  some  further  foreign  relief.  It  is  true  also 
despite  the  fact  that  the  International  Bank  for  Reconstruction  and 
Development  has  begun  to  operate,  and  that  the  Export-Import  Bank 
and  many  private  financial  institutions  are  ready  to  grant  credit  on  a 
commercial  and  quasi-commercial  basis.  Many  countries  have  not 
as  yet  been  able  to  reconstruct  their  own  productive  powers  suffi¬ 
ciently  to  finance  their  requirements  with  their  own  exports  and 
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through  credits  of  this  character.  Moreover,  juesently  available 
funds  are  not  distributed  among  countries  in  accord  with  the  most 
urgent  needs  of  reconstruction. 

In  the  face  of  this  situation,  the  United  States  (lovernment  has 
indicated  its  readiness  to  consider  further  aid  toward  reconstruction 
in  Europe  if  the  foreign  countries  themselves  present  a  plan  that 
makes  such  help  truly  effective  in  |)utting  them  on  their  feet  again. 
The  time  has  come  now  to  put  increased  emphasis  on  j)rograms  that 
assure  the  restoration  of  a  working  world  economy,  Ey  expetliting 
the  process  of  reconstruction  abroad,  we  shall  arrive  sooner  at  the 
point  where  foreign  countries  will  he  ahh',  by  providing  us  with 
needed  imports,  to  pay  for  the  goods  they  recpiire  from  us.  European 
reconstruction  cannot  he  accomplished  simply  by  Anu'iican  aid;  it 
must  he  accomplisluHl  through  the  cooperative  efforts  of  the  countric's 
concerned.  This  cooperative  effort  will  re(juire  our  aid  if  it  is  to 
succeed. 

In  formulating  new  foreign  aid  programs  we  must  consider  not  only 
the  reriuirements  of  foreign  countries  for  our  aitl,  hut  also  our  own 
resources  and  needs.  In  balancing  their  needs  against  our  means, 
we  must  recognize  that  neither  our  domestic  needs  nor  our  means  are 
rigidly  fixed.  With  our  tremendous  productive  resources  devc'lopcd 
far  beyond  previous  i)eacetime  capacities,  we  can  raise  our  standar»l 
of  living,  expand  our  capacities,  and  still  produce  for  export. 

Studies  are  now  under  way  to  determine  what  further  financial  aid 
is  required  for  the  European  effort  of  reconstruction  and  what  aid  can 
be  given  within  the  limits  of  our  means.  To  further  the  development 
of  a  sound  program  for  the  near  future,  the  Secretary  of  Uommerce, 
with  the  assistance  of  a  committee  of  distinguished  experts,  and  the 
Secretary  of  the  Interior  have  undertaken  to  study  oui  resources  and 
the  extent  to  which  we  can  furnish  aid  to  other  countries.  To  round 
out  this  survey,  the  Council  of  Economic  Advisers  has  been  asked  to 
consider  the  impact  upon  the  domestic  economy  of  a  foreign  aid  pro¬ 
gram  of  proposed  proportions.  These  studies,  conducted  with  vigor 
and  speed,  will  shed  increasing  light  upon  the  problem  and  will  help 
in  the  clarification  of  our  future  policy. 

Meantime  it  is  possible,  and  pertinent  to  this  report,  to  make  some 
appraisal  of  the  already  revealed  effects  of  exports  upon  the  domestic 
economy  during  the  first  half  of  1947. 

The  increased  volume  of  exports  has  added  a  substantial  demand  at 
a  time  when  domestic  demand  itself  was  running  extraor-linarily  high. 
Thus  a  reduction  in  our  exports  during  the  last  fi  months  would  not 
have  reduced  employment  in  the  same  proportion,  since  work('rs 
producing  for  export  could  have  shifted  in  most  cases  to  production 
for  the  home  market. 

Occurring  in  a  period  of  high  domestic  demand,  the  increase  of 
exports  contributed  to  the  upward  j)ressure  on  prices.  This  was 
particularly  true  of  grains,  for  which  the  foreign  requirements  were 
most  imperative.  While  this  is  the  group  of  commodities  with  respect 
to  which  we  now'  face  the  most  serious  threat  of  further  price  increases 
affecting  the  cost  of  living,  wage  demands,  and  the  cost  of  industrial 
production,  it  must  be  borne  in  mind  that  the  high  level  of  domestic 
demand  has  been  a  chief  factor  in  the  upw'ard  surge  of  prices  since 
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tho  ond  of  price  control.  -  The  domestic  demand  is  so  large  and  the 
ratio  of  domestic  consumption  to  foreign  buying  is  so  great  for  most 
items  that  a  price  problem  in  connection  with  many  items  would  exist 
even  if  foreign  buying  were  curtailed.  This  is  clearly  demonstrated 
by  the  price  rise  of  some  products  the  export  of  which  declined  as 
compared  with  last  year. 

A  basic  (piestion  is  whether  shipments  of  goods  abroad  have  involved 
excessive  denial  at  home.  Wlum  domestic  demand  is  as  high  as  it  is  at 
present,  any  substantial  export  surplus  means  fewer  goods  for  home 
use.  But  it  is  easy  to  exaggerate  the  degree  of  deprivation.  Even 
the  high  level  of  exports  which  prevailed  during  the  past  6  months 
represent(‘d  a  relatively  minor  fraction  of  total  American  production. 
.Moreover,  the  .\merican  people  now  have  available  for  their  owm  use 
a  larger  (piantity  of  goods  and  services  than  ever  before. 

In  the  field  of  food  products,  in  1946  we  consumed  15  percent  more 
meat  per  capita  than  in  1939  (h'spite  a  much  larger  population. 
(’omi)aring  1946  with  1959  on  a  per  capita  basis,  domestic  consumption 
of  canned  vegetables  increased  by  52  percent,  of  fresh  vegetables  by 
14  percent,  of  canned  fruits  by  dli  percent,  and  of  eggs  by  22  percent. 
Domestic  consumption  of  wheat,  dairy  products,  fresh  fruits,  and  food 
fats  and  oils  declined  very  slightly.  (See  appendix  B,  table  XXVI.) 
Xo  oflicial  data  are  yet  available  for  food  consumption  in  1947, 
but  the  figures  will  not  be  significantly  different  from  1946.  These 
improvenuMits,  made  possible  by  the  expansion  of  production  in 
response  to  high  demand,  arc  in  vivid  contrast  to  the  greatly  deteri¬ 
orated  nutrition  of  unfortunate  peoples  in  many  other  countries  of 
the  world.  The  consumption  of  major  food  products  by  American 
consumers  has  clearly  not  been  jeoparilized,  although  the  aid  rendered 
to  those  stricken  by  the  war  has,  of  course,  entailed  some  sacrifice. 

With  respect  to  many  nonfood  commodities,  the  domestic  use  in 
1946  and  1947  has  been  higher  than  ever  before,  and  the  ratio  of 
foreign  shipments  to  production  was  in  most  cases  similar  to  the  ratio 
before  the  war.  Only  for  a  few  nonfood  commodities  was  the  ratio  of 
exports  to  production  in  the  first  quarter  of  1947  very  high  and  above 
the  prewar  ratio.  The  amounts  exported  were,  for  example,  21 
percent  for  motortrucks  and  17  percent  for  steel  rails.  The  high 
ratio  of  31  percent  for  lubricating  oils  was  similar  to  its  prewar  ratio. 
Items  such  as  these  are  clearly  indispensable  to  the  importing  countries. 
While  we  could  use  far  more  of  such  goods  at  home  than  have  been 
made  available,  this  temporary  denial  has  been  essential  to  the 
reconstruction  of  a  more  balanced  world  economy.  (See  appendix 
B,  tables  XXIV  and  XXV.) 

This  analysis  of  the  impact  of  exports  on  the  domestic  economy 
during  the  last  6  months  shows  that  the  large  exports  did  create  some 
strain  at  a  time  when  the  economy  was  under  inflationary  pressure. 
But  it  also  shows  that  this  strain  was  of  moderate  proportions  e.xcept 
in  tho  case  of  a  few  important  products.  And  it  is  a.temporary  strain. 
Even  if  new  programs  of  the  character  now  under  consideration  are 
put  into  effect,  it  is  quite  unlikely  that  tho  high  levels  of  exports  and 
export  surplus  e.xisting  during  the  past  6  months  will  be  maintained. 

While  the  level  of  exports  has  important  effects  on  the  American 
economy,  it  must  be  clear  that  we  did  not  and  should  not  embark 
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upon  foroign  aid  programs  as  a  dovico  for  supporting  maximum  pro¬ 
duction  and  employment  at  home.  To  be  sure,  rc'storation  of  world 
trade,  when  achieved,  will  facilitate  our  own  efforts  in  maintaining  a 
prosperous  domestic  economy.  The  immediate  and  sole  objective  of 
our  foreign  aid  programs  should  1)»>  to  restore  a  vigorous,  stable,  and 
peaceful  world  economy.  It  is  our  goal  to  contribute  to  the  restoration 
of  conditions  under  whieh  other  countries  will  be  able  to  pay  tbeir  way 
by  mutual  exchange  of  goods  ami  services,  under  such  economic 
institutions  as  they  freely  determine  and  adapt  to  their  peculiar 
circumstances. 

For  the  purposes  of  our  foreign  policy  it  is  worth  enduring  tempo¬ 
rary  shortages  of  a  few  commoditi('s  within  tin*  Fnitc'd  States,  This 
will  bring  lasting  benefits  in  the  long  run.  In  any  case,  the  costs  of 
effective  foreign  aid  programs  will  be  only  a  very  small  fraction  of  the 
cost  of  winning  the  war,  and  they  are  vital  to  the  winning  of  the  peace. 


